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ORDER-IN-COUNCIL 


P.C. 8725 


Certified to be a true copy of a Minute of a Meeting of the Committee 
of the Privy Council, approved by His Excellency the Governor 
General on the 16th November 1944. 


The Committee of the Privy Council have had before them a report dated 
10th November, 1944, from the Minister of Finance, representing that doubt 
has arisen as to the effect of the Income War Tax Act and The Excess Profits 
Tax Act, 1940, in the case of co-operative corporations, associations and socie- 
ties both as regards the general principles intended by Parliament to be applied 
and the effect, in many matters of detail, of the said taxation statutes upon 
these co-operative organizations and their members; 


That this doubt, both as to the general principles, intended to be applied 
and the effect of the aforesaid statutes, has created serious problems in con- 
nection with the administration of these taxation statutes and a considerable 
measure of uncertainty in the business operations of some of the co-operative 
organizations themselves; and 


That a full public inquiry into the application of income and profits tax 
measures to organizations organized and operated on a co-operative or mutual 
basis and organizations claiming so to be organized (hereinafter referred to as 
co-operatives) and into the comparative position in relation to taxation under 
such measures of persons engaged in business in direct competition with co- 
operatives should be undertaken without delay. 


The Committee, therefore, on the recommendation of the Minister of 
Finance, advise, 


1. That the Honourable Errol M. W. McDougall, a Judge of the Court of 
King’s Bench, Quebec; Mr. B. N. Arnason, Regina, Sask., Mr. G. A. Elliott, 
Edmonton, Alta., Mr. J. M. Nadeau, Montreal, P.Q.; and Mr. J. J. Vaug- 
han, Toronto, Ont., be appointed commissioners under Part I of the In- 
quiries Act to inquire into — 

(a) the present position of co-operatives in the matter of the application 
thereto of the Income War Tax Act and the Excess Profits Tax Act, 
1940, and 

(b) the organization and business methods and operations of the said co- 
operatives as well as any other matters relevant to the question of the 
application of income and profits tax measures thereto, and 


(c) the comparative position in relation to taxation under the said Acts of 
persons engaged in any line of business in direct competition with co- 
operatives, 


and report, in so far as the same can conveniently be done, all facts which 
appear to them to be pertinent for determining what would, in the public 
interest, constitute a just, fair and equitable basis for the application of the 
Income War Tax Act and The Excess Profits Tax Act, 1940 to co-operatives 
and to persons other than co-operatives in respect of methods of doing 
business analogous to co-operative methods, such as the making of payments 
commonly called patronage dividends and to make such recommendations for 
the amendment of existing laws as they consider to be justified in the public 
interest; 


2. That the Honourable Mr. Justice McDougall, Court of King’s Bench, 
Quebec, be chairman of the said commissioners; 


3. That the commissioners be authorized to engage services of such technical 
advisers or other experts, clerks, reporters and assistants as they deem 
necessary or advisable and also the services of counsel to aid and assist the 
commissioners in the inquiry; 


4, That the commissioners be authorized to determine the places where the 
inquiry shall be conducted and the manner of conducting the proceedings 
in respect of the inquiry; 


5. That the commissioners be directed to report to the Governor in Council. 


A. D. P. Henry, 
Clerk of the Privy Council. 
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THE PRESIDENT OF THE Privy CouNcIL 
Sir:— 


Pursuant to the terms of Order-in-Council No. 8725, approved under 
date of November 16th, 1944, we, the Commissioners therein appointed under 
Part I of the Inquiries Act have the honour to submit herewith, our Report. 

In order to secure the information considered necessary to the accomplish- 
ment of our task, upon organization it was decided to hold a number of ses- 
sions of the Commission throughout Canada, at which interested persons would 
be afforded the opportunity of presenting their views. With this end in view 
public notices were issued calling upon all such persons to present. written 
briefs of their submissions with indication of the place at which they would 
desire to appear personally in support thereof. A schedule of hearings was 
prepared and publicised, announcing sessions of the Commission for the cities 
of Vancouver, Calgary, Edmonton, Regina, Winnipeg, Toronto, Ottawa, 
Montreal, Quebec, Moncton and Halifax, indicating the dates of such hearings 
and outlining the subject matter of the enquiry by citation from the Order-in- 
Council in question. 

In response to such advance notices, briefs to the number of about 175 
were filed with the Commission by co-operative associations, Boards of 
Trade, Canadian trade associations, corporations, firms, individuals and public 
bodies, containing the submissions which it was desired to bring to our atten- 
tion. Beginning in Vancouver on January 15th, 1945, the Commission pro- 
ceeded to conduct the enquiries in open court, by hearing such evidence in sup- 
port of the factual issues involved as the various appearers desired to submit. 
The Commission was assisted by counsel and the interested persons were afford- 
ed the opportunity of appearing in person or by counsel. With the object of 
giving to each and every citizen ample facility freely to put forward his views, 
the proceedings were conducted as informally as possible, compatible, however, 
with the importance and gravity of the matter in issue. So great was the 
interest aroused, as evidenced by the number of briefs received, that the 
Commission was unable to deal with all the submissions presented in the esti- 
mated and allotted time for each center. It was, accordingly, found necessary 
to postpone to a date beyond the determined schedule, such of the submis- 
sions as could more advantageously be heard in Ottawa. It was, thus, not 
until May 3rd, 1945, that the formal hearings were concluded in Ottawa, with 
an understanding that those persons or bodies who notified an intention of 
presenting a written or oral argument would be accorded an opportunity so to 


do. 

The enquiry was not confined to the information elicited at these hearings 
but was extended to other sources such as interviews with Government offi- 
cials, the very considerable literature upon the subject, public and private 
records and the answers to a general questionnaire sent out to a great number 
of co-operative organizations which had not submitted briefs, the response 
to which was most gratifying. ; 

During the course of our hearings, reference was constantly made to the 
manner in which this subject had been dealt with in Great Britain and many 
of the submissions urged the adoption or adaptation of the British system of 
taxing co-operative associations to our Canadian conditions. The information 
available to us, upon this aspect of the subject, since the date of the amendment 
made in 1933 to the British Income Tax statutes, was inadequate to permit of 
reaching definite conclusions. We, accordingly, decided that three members of 
the Commission should proceed to Great Britain for the purpose of pursuing 
our enquiries into that phase of the question. Leaving Canada on May 19th, 
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these members of the Commission spent some six weeks in Great Britain, 
visiting the principal centers of co-operative activity at London, Manchester, 
Glasgow and Edinburgh. Informal meetings were held with officials of the 
Board of Inland Revenue, the principal co-operative organizations, represen- 
tatives of various non-cooperative groups, economists, and writers, upon the 
subject of the nature and growth of co-operatives in Britain, their organiza- 
tion, methods of operation, the situation as to the taxation of such enterprises 
at the present time and the attitude of the interested parties thereto. During 
this period the two remaining members of the Commission, accompanied by 
our Counsel, paid a visit to the United States and there made a similar study 
as to the extent and form of organization of the co-operative movement in that 
country, and enquired into the manner in which the taxation laws were applied 
thereto. Annexed to the Report, as appendices, will be found summary reports 
of these special enquiries. 

The record, which is transmitted herewith, comprises copies of the briefs 
submitted, together with a complete transcript of the evidence adduced and 
such supporting exhibits as may have been filed. In some instances, where 
separately put forward, the arguments of counsel are also included. 

May we be permitted to express our indebtedness to our Counsel, Mr. E. T. 
Parker, K.C., whose valuable assistance has been unstintingly furnished. To 
the Registrars of the Commission, Major H. D. Woods and Mr. J. A. Chapde- 
laine and our Executive Assistant, Colonel G. W. Ross, we are extremely grate- 
ful for their assiduous and efficient labours. In like manner we express appre- 
ciation of the signal assistance afforded by Mr. J. G. Glassco, F.C.A., of the 
firm of Clarkson, Gordon, Dilworth and Nash, and his assistants upon the intri- 
cate accounting problems encountered, and to Professor V. C. Fowke of the 
University of Saskatchewan for his assistance in preparing Appendix A. We 
are also indebted to the members of the staffs of the various Government 
Departments, both Provincial and Dominion, to whom we applied for informa- 
tion, for their willing co-operation. The following were particularly helpful: 
Mr. W. F. Chown of the Economics Division, Department of Agriculture; 
Mr. I. 8. McArthur, Acting Chief of the Agricultural Branch, Dominion Bu- 
reau of Statistics; Mr. A. C. Steedman, Chief, Merchandising and Services 
Branch, Dominion Bureau of Statistics; Dr. Maurice. Ollivier, and officials 
of the Department of National Revenue and of the Department of Insurance. 

Nor must we fail to acknowledge as well the assistance of the Librarians 
of the Bank of Canada, of the Department of Agriculture, and of Parliament. 

Finally, to the faithful and essential services of the members of our staff 
we desire to record our appreciation. 
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SCOPE OF ENQUIRY 


To avoid misconception as to the precise scope of the present enqui 
mis quiry and 
to define the limits of the task entrusted to the Commission, it may es id 
at the outset, to emphasize the directive terms of Order-intCouncil (No. 
8725). The Commission is authorized ‘to enquire into:— 


(a) the present position of co-operatives in the matter of the application 
thereto of the Income War Tax Act and The Excess Profits Tax Act, 
1940, and 

(b) the organization and business methods and operations of the said co- 
operatives as well as any other matters relevant to the question of 
the application of income and profits tax measures thereto, and 


(c) the comparative position in relation to taxation under the said Acts 
of persons engaged in any line of business in direct competition with 
co-operatives, 


and directed to 


report, in so far as the same can conveniently be done, all facts which 
appear to them to be pertinent for determining what would, in the 
public interest, constitute a just, fair and equitable basis for the 
application of the Income War Tax Act and The Excess Profits Tax 
Act, 1940 to co-operatives and to persons other than co-operatives in 
respect of methods of doing business analogous to co-operative meth- 
ods, such as the making of payments commonly called patronage 
dividends and to make such recommendations for the amendment of 
existing laws as they consider to be justified in the public interest; 


It will thus be appreciated that the Commission has no mandate to recom- 
mend changes in the general principle of income tax legislation as presently in 
force in Canada, nor is its advice sought in regard to the general policy animat- 
ing the present Income War Tax structure. The mission with which we are 
entrusted is confined to recommending, if we consider it desirable, amendments 
to the existing legislation only in relation to the comparative position of cer- 
tain organizations and their direct competitors. In the following pages, it 
will be sought scrupulously to remain within the ambit of the task so assigned. 

The law with which we are presently concerned is contained in the Income 
War Tax Act (1917 c. 28, as amended) and The Excess Profits Tax Act, 1940 
(1940, ch. 32 as amended). 

The general provisions of the Income War Tax Act relevant to the pres- 
ent discussion are the following: 


Section 2, subsection 1, paragraph (h) which is as follows: 
‘‘nerson” includes any body corporate and politic and any associa- 
tion or other body, and the heirs, executors, administrators and cura- 
tors or other legal representatives of such person, according to the law 
of that part of Canada to which the context extends’. 


Section 3, which is as follows: 
“For the purposes of this Act, ‘income’ means the annual net profit 
or gain or gratuity, whether ascertained and capable of computation 
as being wages, salary, or other fixed amount, or unascertained as 
being fees or emoluments, or as being profits from a trade or commer- 
cial or financial or other business or calling, directly or indirectly re- 
ceived by a person from any office or employment, or from any pro- 
fession or calling, or from any trade, manufacture or business, as the 
case may be whether derived from sources within Canada or else- 
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where; and shall include the interest, dividends or profits directly 
or indirectly received from money at interest upon any security or 
without security, or from stocks, or from any other investment, 
and, whether such gains or profits are divided or distributed or not, 
and also the annual profit or gain from any other source.....”’ 


The relevant sections of The Excess Profits Tax Act, 1940, are Section 2, 
subsection 1, clauses (e), (f), and (g), which are as follows: 

(e) ‘person’ includes any body corporate and politic and any partnership, 
association or other body, and the heirs, executors, administrators 
and curators or other legal representatives of such person, according 
to the law of that part of Canada to which the context extends. 
‘profits’ in the case of a corporation or joint stock company for any 
taxation period means the amount of net taxable income of the said 
corporation or joint stock company as determined under the provi- 
sions of the Income War Tax Act in respect of the same taxation 
period... 

(g) ‘profits’ in the case of a taxpayer other than a corporation or joint 
stock company, for any taxation period, means the income of the said 
tax payer derived from carrying on one or more businesses, as defined 
by section three of the Income War Tax Act, and before any deduc- 
tions are made therefrom under any other provisions of the said 
Income War Tax Act.” 


and Section 2, subsection 2 which is as follows: 
“Unless it is otherwise provided or the context otherwise requires 
expressions contained in this Act shall have the same meaning as in 
the Income War Tax Act, and definitions contained in the said In- 
come War Tax Act shall apply in this act.”’ 


YS 


(f 


and Section 7, paragraph (a), which is as follows: 
“The following profits shall not be liable to taxation under this Act:— 


(a) The profits of taxpayers referred to in paragraphs (d), (e), (f), 
COs ellis) sik Ep (k), (m), (p), and (gq) of section four of the Income 
War, Lax, Act. 


The sections specially applicable to Co-operative Associations, Credit 
Unions and Mutual Fire Insurance Companies are quoted in those sections of 
the Report which relate to these various organizations. 


STATEMENT OF PROBLEM 


The question submitted for our consideration is not whether individual 
co-operators should be subjected to Income Tax. They are taxable at the 
present time. The question is:— Are the associations or incorporated bodies 
into which co-operators have banded themselves together for the purpose of 
carrying on their joint enterprise, in the particular circumstances applying to 
them, to be assessed to Income Tax and Excess Profits Tax, under the appro- 
priate statutes, as such distinct entities in the same manner as other corporate 
bodies are taxed thereunder, independently of their constituent membership, 
and, if so, to what extent? Is there justification, in the public interest, for 
the present treatment of the co-operative form of enterprise in a manner differ- 
ent from that accorded to its non-cooperative competitor ? 

The answers to these questions will involve analysis of the nature of the 
income earned by co-operative associations and a conclusion as to what part 


ad 
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thereof, if any, constitutes taxable income of the association as distinct from 
its membership under the statutes in question, excluding from consideration for 
the moment section 4 (p) of the Income War Tax Act or similar exceptive 
clauses. 

As above indicated, we are directed: 


(a) To report all facts which appear to be pertinent for determining 
what would, in the public interest, constitute a just, fair and equitable basis 
for the application of the Income War Tax Act and The Excess Profits Tax Act, 
1940, to co-operatives and to persons using similar business methods; and 

(6) To make such recommendations for the amendment of existing laws 
as we consider would be justified in the public interest. 


___ An view of the lengthy enquiries made and the mass of material collected 
it will, we fear, be necessary to report in some detail the facts elicited in order 
to establish the basis upon which recommendations may be founded. In 
reporting these facts and making these recommendations, it is convenient to 
classify the organizations which come within the scope of our enquiry into the 
following groups : 

1, Co-operative associations and their direct competitors. 

2. Credit unions and their direct competitors. 

3. Mutual fire and casualty insurance organizations and their direct com- 

petitors. 


Co-operative associations are treated in Part I of this Report, credit unions 
in Part Il and mutual insurance organizations in Part III. In order to facil- 
itate reading, the relevant factual conclusions are stated in the main body of 
the Report. More detailed studies supporting these conclusions are to be 
found in the appendices. 

Though it is convenient to treat these three groups separately, nevertheless 
the problems involved have certain elements in common. These problems 
have been studied from the point of view outlined in the following paragraphs. 


THE NATURE OF THE INCOME TAX 


Even though it be obvious, we believe it will be well to point out at the 
outset that the Income War Tax and Excess Profits Tax are taxes on incomes 
of persons, whether individual or corporate. The amount of the tax in each 
ease is calculated with reference to the income of the taxpayer. 

In the second place, the taxes in question relate to the money value of net 
income produced. We consider that the tax should apply to any part of such 
net income as can readily be brought into relationship with the measuring rod 
of money unless there are strong special reasons for exempting it. Moreover, 
as far as practicable, the net income produced should be counted as income of _ 


each taxpayer in the period in which it is received directly or indirectly by him. — / 


Otherwise, some taxpayers will have an advantage over others in that they will 
be able to re-invest their income without first paying income tax thereon. 
Those who pay the tax when they receive the income will be able to put to 
profitable use only what is left after paying the tax. Those who do not pay 
the tax when the income is received will be able to put the whole of that income 
to profitable use. 

In the third place, the income tax is fundamentally based upon the tax- 
payer’s actual income and not upon the income which he conceivably might have 
received if he had not acted as he did. The chief exceptions to this principle 
at present contained in the Acts are the provisions which relate to transactions, 
the main purpose of which is deemed to be the evasion of the tax. 
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These points are of special importance in dealing with the set of problems 
involvedin our enquiry. In each of the three classes of organizations considered, 
difficult problems arise—first, as to whether in the operation of each class, in- 
come is produced at all and second, if so, whose income it is. 


INCIDENCE AND JUSTICE 


What constitutes a ‘“‘just, fair and equitable” application of the corporate 
income and excess profits taxes to the organizations we are considering and their 
direct competitors can be decided only-after determining who really bears the 
burden of the taxes in question. Some taxes are readily shifted or passed on so 
that, once the shifting is accomplished, the actual taxpayer does not bear the 
burden of the tax. Other taxes cannot readily be passed on. We take the 
position that the corporate Income Tax and the Excess Profits Tax are not 
readily shifted but are borne initially and for the most part by the taxpaying 
companies and their shareholders. 


We are not called upon to express an opinion as to whether the existing 
taxes on corporate incomes are unjustly high or unjustly low relatively to the 
general income tax structure, nor do we desire to do so. Accordingly, in dis- 
cussing the justice of the present or proposed application of the tax to co-oper- 
ative associations and their direct corporate competitors we are not to be 
understood as referring to this more general question. 


Problems relating to justice in applying any tax on corporate income must 
be considered from one or other of two points of view or from both. In the 
first place, the tax may be regarded as a special tax imposed on the company 
as such in return for the advantages conferred on the company itself by incor- 
poration. If this point of view be taken, it is important to compare the advan- 
tages conferred by incorporation on the types of organization which fall spe- 
cially within our terms of reference with the advantages conferred by incorpora- 
tion on their direct competitors. It is important, also, to compare the relative 
taxpaying abilities or faculties of the various organizations involved. 


Alternatively, it has been argued that the corporate income tax is really a 
tax upon the shareholders of companies and not upon the company itself. 
From this point of view the tax on corporate incomes is regarded as an integral 
part of the general tax structure and it becomes important to consider whether 
the corporate income tax and the personal income tax taken together as a whole 
fall justly as between those individuals who receive their incomes through 
corporations, co-operative associations, mutual insurance companies or credit 
unions. We have not adopted either of these standards of justice to the exclu- 
sion of the other. 


In any event, no solution can be fair and just unless it can be effectively 
administered. Unless a solution is reasonably free from uncertainty and ambi- 
guity in its application to all taxpayers affected, that solution will inevitably 
give rise to unfairness and dissatisfaction. 
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PART I 
Co-operative Associations 
SECTION I 
DEVELOPMENT OF CO-OPERATIVE BUSINESS IN CANADA 


Agricultural Societies with certain co-operative features have been in exis- 
tence in Canada since the earliest days of agricultural settlement. Records 
indicate that some of these were active towards the end of the eighteenth cen- 
tury, but these were unincorporated, informal and mainly interested in improv- 
ing the production methods rather than in undertaking buying or selling func- 
tions for their members. Organized co-operation in Canada for purchasing 
or marketing goes back to the sixties of the last century. About this time, 
creameries and cheese factories put in their appearance. Most co-operatives 
organized before 1900 were loosely formed organizations, without definite pro- 
visions for such features as are now considered to be the characteristics of a 
co-operative society. These features were not provided in company legislation, 
and for that reason most of the co-operatives organized before 1890 were 
unincorporated. As farmers acquired more knowledge of the problems involv- 
ed in the marketing of their products and the purchasing of their supplies, 
interest in extension of activities became apparent, especially in Western 
Canada. The Grain Growers Grain Company was organized in 1906, the 
Saskatchewan Co-operative Elevator Company in 1910, and a similar organ- 
ization in Alberta in 1913. Associations for the marketing of fruit were organ- 
ized in Nova Scotia in 1912 and in British Columbia in 1913. The desirability 
of co-ordinating the activities of local marketing and purchasing..groups— 
sometimes unincorporated—led to the organization of the United Farmers 
Co-operative Company, of Ontario, in 1914, and the Co-opérative Fédérée de 
Québec in 1922. During this period there was considerable organization of 
local farmers’ purchasing and marketing associations, some of which provided 
rural store services. The organization of consumers co-operatives has not 
been rapid. One of the most important of these organizations, the British 
Canadian Co-operative at Sydney Mines, Nova Scotia, was organized in 1906. 

After 1900, the provinces began to enact co-operative statutes. The 
province of Quebec placed on its statute books the first co-operative Act in 
1906 to provide for the organization of credit unions and other co-operatives. 
Nova Scotia adopted a co-operative Act in 1908; British Columbia in 1911; 
and Saskatchewan in 1913. By 1938, every province had enacted co-operative 
legislation relating to the organization of co-operatives, and most provinces 
provided special departmental services for the administration of such legisla- 
tion. There is as yet no Dominion Co-operative Act. tipsy ir 

By the end of 1943, according to the Economics Division, Dominion 
Department of Agriculture, there were 1675 agricultural marketing and mer- 
chandising co-operatives in Canada, with a membership of 585,826. These 
included co-operatives handling dairy products, fruits and vegetables, grain 
and seed, livestock, poultry, honey, maple products, tobacco, wool, fur, lum- 
ber and wood, food products, clothing and home furnishings, petroleum prod- 
ucts and auto accessories, feed, fertilizer and spray material, machinery and 
equipment, coal, wood and building material, as well as miscellaneous mar- 
keting and miscellaneous merchandising, not specified. it 

In addition, there were 67 fishermen’s co-operatives; 1780 credit unions; 
400 farmers’ mutual insurance co-operatives, besides a group rendering mis- 
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cellaneous services such as hospital care, community recreation and entertain- 
ment,. bus transportation, home building, trucking agricultural products, 
seed cleaning, rural electrification, telephone services, and agricultural produc- 
tion, including the co-operative ownership and operation of farm machinery. 

Co-operative business in Canada can be divided into three general classes. 
In the first place, the associations assemble, sometimes process, and market 
the products of the farm and fisheries. This operation we will call co-operative 
marketing. In the second place they acquire and sell farm supplies and general 
merchandise. This type of activity we will refer to as the purchase and supply 
business of co-operative associations. Finally, some associations provide a 
variety of miscellaneous services ranging from the local distribution of electric 
power to the conducting of funeral homes. In carrying on these activities, 
different co-operative associations specialize in varying degrees. In the prairie 
provinces, for example, separate associations have developed for the marketing 
of each of the main farm products. Other associations are concerned with 
distributing farm supplies and general merchandise. Still others operate 
co-operative general stores. In Quebec, in contrast, an association typically 
markets a variety of farm products and, at the same time, distributes farm sup- 
plies and general merchandise. 

The extent and growth of co-operative business in Canada is analyzed 
in Appendix A to this Report. This appendix, however, relates primarily to 
the business of agricultural co-operative associations and, since 1942, to the 
business of non-agricultural co-operative retail stores as well. 

In all provinces of the Dominion some business is conducted by co-opera- 
tive associations but it is unevenly distributed both as to amount and type. 
In 1943, for example, 29 per cent of the total co-operative business was carried 
on in Saskatchewan, and 15 per cent in Ontario, and 15 per cent in Alberta, 
while only 4 per cent was carried on in the Maritimes. (Appendix A, Table 
VI and Figure 2). 

In terms of dollar volume of business transacted, the marketing operations 
of Canadian agricultural co-operatives are much larger than the merchandising 
operations. In 1943, marketing operations accounted for 85 per cent of the 
dollar volume of commercial business of Canadian co-operatives (excluding 
fisheries). However, the relative importance of marketing varied as between 
provinces from 49 per cent of the total co-operative business in Nova Scotia 
to 93 per cent in Manitoba. (Appendix A, Table 1). The extent to which 
co-operatives have been developed in the marketing of agricultural or other 
primary products appears to be related to the degree to which the large and 
rigid freight, handling and other costs are interposed between the primary 
producer and the market for his products. When these costs are high, fluc- 
tuations in prices in the final market cause larger percentage fluctuations in 
the prices received by the primary producers. This is true of such commodi- 
ties as grain, fish, fruits, butter, livestock, eggs and poultry. On the other 
hand, the difficulty of relating production to the requirements of local con- 
sumers markets has led to extensive co-operative organization in the assembling 
and processing of fluid milk. Furthermore, those producers of primary 
products whose income is most subject to fluctuation have shown the most 
a in the buying of farm and other industrial supplies on a co-operative 

asis. 


MARKETING OPERATIONS 


This business extends beyond the narrow functions of assembly, purchase, 
sale, storage, transportation and finance and includes processing and manufac- 
turing operations as well. Some of these latter operations are a necessary part 
of marketing under existing laws and industrial structures; others, while not 
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necessary, can be carried on conveniently or efficiently j j i i 

marketing functions in the more ect sense. saree roe 
pasteurizing milk, making of butter, cheese, ice cream and powdered milk; 
canning and preserving fruit, fish and vegetables; storing, cleaning, dr ing 
and milling grains, and even slaughtering and ’ packing livestock. ae 
marketing associations have their own subsidiary printing and insurance com- 
panies. In performing these marketing and manufacturing operations the 
co-operative associations, like their competitors, make use of the ordinary 
agents of production: land, labour, capital equipment and managerial ability 
in much the same way as do their competitors. They also undertake risks 
yehieh may result successfully or unsuccessfully for themselves or their mem- 

The direct competitors of the marketing associations are as diverse as the 
associations themselves. In the field of grain and seed, the competitors 
include incorporated elevator and milling companies and a variety of incorpo- 
rated and unincorporated seed houses and local flour and feed mills. In the 
field of dairy products some of the direct competitors of co-operative associ- 
ations are incorporated companies, some are partnerships and some are sole 
proprietorship businesses. At least one competing business is for the time being 
operated by a provincial government board. In the field of livestock mark- 
eting a great variety of incorporated and unincorporated businesses compete 
in some or all of the functions performed by co-operative associations. The 
direct competitors of co-operatives include also some joint stock companies 
whose practices resemble to a greater or lesser extent the practices of co-oper- 
ative associations but who are held not to fall within the scope of section 4 
(p) of the Income War Tax Act. 

In 1943-44, 35% of the co-operative marketing of farm products in Canada 
was done in Saskatchewan, 17% in Alberta, 14% in Manitoba, 11% in Onta- 
rio, 7% in Quebec, 6% in the Maritimes and British Columbia taken together, 
and 10% consisted of interprovincial marketing. (Appendix A, Figure 8). 

Grain and seed alone accounted for 45.5% of the agricultural products 
marketed through co-operatives in 1943. The six items: grain and seed, live- 
stock, dairy products, fruits and vegetables, tobacco and poultry producis, 
accounted for more than 98 per cent of the value of agricultural products 
marketed by co-operative associations in that year. Wool, maple sugar, fur, 
honey, alfalfa seed and other items were also handled in small amounts. In 
addition, co-operatives handled fishery products. 

The dollar volume of the business in farm products both of co-operative 
associations and their direct competitors has increased considerably since 1933. 
A comparison of changes in the value of agricultural products marketed through 
co-operative associations in Canada with changes in the total cash income deriv- 
ed from the sale of farm products is to be found in Appendix A (Table VIII, 
Figure 7). It will be seen that the value of agricultural products marketed 
through co-operative associations in different years formed from 20% to 27% 
of the total cash income from the sale of farm products. (Appendix A, Table 
XXIII). While this proportion has varied from year to year, no marked 
trend is apparent. Accordingly, we conclude that neither the associations 
nor their direct competitors have substantially increased their proportion of 
the total farm products marketed during this period. 

In some commodities and areas the business of the associations has ex- 
panded much more rapidly than that of their competitors. In other commod- 
ities and. areas, it has lagged behind. If we exclude from consideration 
co-operative marketings of grain and seed and also farm Income derived from 
the sale of grain and seed, it appears that the co-operative associations have 
increased somewhat their proportion of the remaining marketing business. 
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(Appendix A, Table XI, Figure 8). In Manitoba, and to a lesser degree in 
Ontario, Quebec and the Maritimes, the associations appear to have increased 
their proportion of total farm marketing; in British Columbia, there is no notice- 
able change in the proportion of total products marketed through the asso- 
ciations, while in Saskatchewan and Alberta, the expansion in total co-operative 
marketing has lagged behind the expansion in cash farmincome. (Appendix A, 
Tables VIII, XI and XIII). During the war period, there are striking con- 
trasts between different products when the rate of growth of co-operative 
marketing is compared with the rate of increase in the corresponding cash farm 
income. (Appendix A, Table XIV). 


By and large it appears that co-operative associations have been able to 
increase their relative share of the marketing business in more commodities 
and in more areas than have their competitors. In some fields and in some 
areas, however, this increase in co-operative business has been quite striking. 


PURCHASING AND FARM SUPPLY OPERATIONS 


Part of the business of co-operative associations in Canada consists of 
acquiring and selling to their members (and sometimes to non-members) farm 
and other industrial supplies as well as food and general merchandise. Some- 
times these sales are made at the retail, sometimes at the wholesale, level. 
The associations purchase the larger part of these commodities through ordi- 
nary business channels either directly or by means of their wholesale federations. 
A smaller part is manufactured by the wholesale federations or their susidiaries 
or purchased from co-operative associations in other countries. 


These operations are performed by a number of types of association. 
Retail co-operative stores handle food and general merchandise and some 
farm supplies. Some associations are engaged in the purchase and sale of 
farm supplies in bulk and at retail as their principal business. Others, whose 
principal business is marketing, sell supplies as well. 


In 1948, feeds, fertilizers, and spray material, accounted for 39 per cent of 
the merchandise and supplies distributed by these associations; food products 
for 23 per cent ; petroleum and auto accessories for 17 per cent; coal, wood, 
and building materials for 7 per cent; clothing, home furnishings, machinery 
and other miscellaneous items 14 per cent. (Appendix A, Figure 6). 


The merchandising and supply business of co-operatives is distributed 
unevenly among different provinces and regions. In 1943, 22 per cent of this 
business was done in Saskatchewan, 21 per cent in Quebec; 18 per cent in 
Ontario; 13 per cent in the Maritime Provinces, and the remainder in other parts 
of Canada. (Appendix A, Figure 5). m 


Between 1933 and 1943, during the period of recovery from depression 
and during the war years, the dollar volume of merchandise purchased by co- 
operatives in Canada increased about eightfold but this increase was not 
distributed evenly among areas. The data by provinces are not completely 
reliable but the increase appears to have been greatest in Quebec and least in 
Ontario and British Columbia. 


There are no exactly comparable data concerning the increase in similar 
sales for Canadian business as a whole. The evidence available suggests 
that co-operative merchandising as a whole has increased much more rapidly 
than either general retail sales or sales of country general stores; whether it 
has increased more rapidly than the sale of farm supplies as a whole is less clear 
from the evidence available. (Appendix A, Tables XX XIII, XXXIV, XXXYV). 
In Saskatchewan, between 1930 and 1943, the value of the sales of co-operative 
associations increased from two per cent to six per cent of the sales value of all 
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similar products and services sold in Saskatchewan. (Appendix A, Table 
XXXVI). For Canada as a whole the sales of sie danahes retail stores taken 
alone was 0.6 per cent of total retail sales both in 1931 and in 1941. 

The membership of the supply associations usually consists of farmers, 
fishermen or other primary producers. The membership of the co-operative 
stores is more varied. Typically when they are situated in small towns and 
villages, their membership consists generally of persons resident in the sur- 
rounding rural areas but includes inhabitants of the towns and villages as well. 
In some cases the members for the most part are miners and, in rare cases, the 
membership is almost entirely urban. 

The direct competitors of these associations include oil companies, both 
retail and wholesale, elevator companies and coal and lumber dealers who are 
usually incorporated, the agents of farm machinery companies, and retail 
stores of various sorts. Some of these retail stores are incorporated, some are 
not. In 1941, for example, 46 per cent of the retail store business in Canada 
was done by individual proprietors, 41 per cent by corporations, nine per cent 
by partnerships, and the remaining four per cent by liquor and other stores. 
(Appendix A, Table XXXII). 


FISHERIES 


We have not attempted to conduct a thorough survey of the comparative 
development of co-operative associations handling fish and fishermen’s supplies. 
It is possible, nevertheless, to give an indication of recent trends in co-operative 
activity in this field. As a result of special inquiries into the depressed condi- 
tion of the fishing industry government assistance, both Dominion and Pro- 
vincial, has been granted for the purpose of assisting co-operative development 
among fishermen. The organization of co-operative associations in the fishing 
industry began in Prince Edward Island in 1924; there was no further develop- 
ment until 1930, when other similar groups were set up in the other Maritime 
Provinces. In 1933, the Prince Rupert Co-operative Fishermen’s Association 
was established in British Columbia. In 1939, two other major organizations 
came into existence, the United Maritime Fishermen and the United Fishermen 
of Quebec. In 1945, this latter association had 29 affiliated locals representing 
80 per cent of Gaspé fishermen. Finally, mention should be made of a co- 
operative fresh water fishery set up recently in Alberta. 

In 1941, the 77 associations in operation did a total business of $2,646,000. 
Their estimated membership was 4500. In 1942, there were 65 associations 
consisting of 4,826 members doing a business of $2,628,000. In 1943, there 
was a considerable increase in business. Sixty-eight associations with 7193 
members reported a total business of $5,055,000. It may be noted that while 
the business of the 66 fishery associations reporting in 1942 was $2,628,000., the 
total value of fishery products in Canada in that year was $75,117,000. 

No statistics as to the numbers of co-operative associations incorporated 
annually or dissolved annually are available for Canada as a whole. However, 
a study of this subject in the province of Saskatchewan for the twenty-five 
year period 1914 to 1938 indicates that of 1091 co-operative associations Incor- 
porated in the province during this period, 531 had been dissolved by the end of 
1938. Of those dissolved, 23 per cent were never active commercially to any 
considerable extent. Of the remaining 408 active associations dissolved, 
188 had a membership of less than 30 and an average existence of 4.4 years; 121 
with a membership of 30 to 59 had an average existence of 5.7 years, and 99 
associations with a membership of 60 or over had an average period of survival 


of 6.8 years. 
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SECTION II 


ORGANIZATION AND OPERATION OF CANADIAN CO-OPERATIVE ASSOCIATIONS 


The structural organization of co-operative associations is very varied. 
In the first place, there are many small unincorporated associations consisting 
usually of a small group of individuals in one locality. Many incorporated 
associations also have only a small local membership; others, with a large or 
scattered membership, divide their members into geographical districts each 
with its own local unincorporated unit. These small “‘locals’’ elect delegates 
to attend the annual or special meeting of the association. In other cases, the 
association divides its membership according to the product shipped. Some- 
times a number of incorporated local associations establish a federation. In 
this case, both the federation and the local associations are incorporated bodies. 
The locals own the federation and elect delegates to the meeting which appoints 
the Board of Directors of the federation. In rare instances, however, the 
federation itself is not an incorporated body, although its members are incor- 
porated associations. In some cases too, the federation includes in its member- 
ship not only local incorporated associations but also individuals. Such 
federations may act as central marketing, processing, or manufacturing organi- 
zations, or as wholesale purchasing and manufacturing bodies for their mem- 
bers. In addition, some federations perform other services for the member 
associations advising them with respect to accounts and financial practices, or 
actually keeping their accounts. Some federations even make payments to 
the individual members of the ‘“‘locals’’ on behalf of the local organization. 
In some cases, an association, whether a federation or comprised of individual 
members, owns and controls one or more incorporated subsidiaries which, at 
times, carry on the main business of the parent body. Federations have 
likewise been known to engage in activities more or less supplementary to the 
main business of the association. While we have found no subsidiary whose 
sole activity is the financing of the parent organization, it is nevertheless true 
that some of these subsidiaries do obtain bank loans which assist in carrying 
on the combined operations of the parent and of the subsidiary and some fed- 
erations sell on credit to their member associations. Both the federated type 
and the individual-membership type may, in turn, form provincial or dominion- 
wide federations. Associations, or federations of associations, may also become 
members of international co-operative federations or of co-operative federations 
with head office in some other country. 

Many of these associations and federations are members ofssome provin- 
cial co-operative union or of the Co-operative Union of Canada. The Provin- 
cial and Dominion co-operative unions, whether incorporated or not, engage 
primarily in research and propaganda activities. They are not commercial 
or trading organizations and, typically, have no taxable income. 


VARIETY AND UNIFORMITY 


The development of the co-operative movement has been characterized 
by a great deal of experimentation. As a result, co-operative associations 
do not conform to any uniform standard either in their methods of operation 
or in their forms of organization. Their diversity in these respects has been 
increased by a number of other important factors. Different fields of business 
and different geographic areas have presented different problems. Methods 
of financing vary from area to area and from industry to industry. Contracts 
with members and membership qualifications are by no means uniform. Some 
of the associations are incorporated under the various co-operative statutes, 
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and some under special Acts, either of the provinces or of the Dominion. 
Others have been granted their charters under the Dominion Companies Act 
one of the corresponding provincial Acts. A few have not sought incorpora- 
ion. 

From 1906 to 1911, attempts were made to bring about the enactment 
of Dominion co-operative legislation but these efforts were defeated. Two 
Acts were passed by Parliament in 1939 to assist in the co-operative marketing 
of wheat and other agricultural products but, up to this time, there is no special 
Dominion statute under which co-operative associations may be incorporated. 
Many witnesses contended that the lack of uniformity in co-operative organiza- 
tion and practice was attributable in part to the absence of Dominion legisla- 
tion on this subject. While we feel that suggestions of this nature do not call 
for recommendation on our part, we are yet constrained to report that there 
is a widespread desire that a co-operative Act be placed on the statute books of 
the Dominion. 

Every province in Canada has on its statute books legislation providing 
for the formation of co-operative associations; Alberta and Saskatchewan 
each have two general Acts; Quebec has three. Although some general prin- 
ciples are common to all these provincial statutes, their provisions vary greatly 
in detail, and have been subjected to amendments from time to time. In 
addition to the general co-operative statutes, special private Acts have been 
enacted relating to the organization of such of the larger associations as found 
that existing legislation was not adequate. Since these statutes cannot be 
adequately summarized, they should be consulted when accurate and detailed 
information is required. 

Not only do co-operative forms of organization and operation vary but 
there is no generally accepted terminology to describe the details of their 
organization and their practices. Some co-operative terms have been sug- 
gested by the general philosophy of the movement; others have been borrowed 
appropriately, or inappropriately, from ordinary company and business usage. 
Accordingly, things called by the same name in two different associations may 
in fact and in law be different. Conversely, things called by different names 
may be the same. Even the provincial statutes frequently use different terms 
for the same thing and impose their dissimilar terminologies on the associations 
within their respective jurisdictions. Moreover, co-operative practice and 
terminology are both changing continually. Much of the confusion of thought 
apparent in the discussion of the subject may be traced to this unfortunate 
looseness of terminology. ; wk 

Such uniformity as exists in the midst of this great variety of detail arises 
from the fact that co-operators have attempted to apply toa variety of problems 
a few general principles. While these principles are neither precise nor rigorous, 
they are sufficiently definite to have left their mark on co-operative practice 
and statutes. Each member or each delegate is given only one vote no matter 
how many shares he may own. In order to insure customer control, the asso- 
ciation typically attempts to assure that investors by way of shares or reserves 
are also customers. A variety of methods have been adopted in an attempt 
to make the member’s interest as investor correspond at least roughly with his 
interest as customer. The associations accordingly have the power to pur- 
chase their own shares and to control the transfer of these shares. The rate of 
“dividend” or “interest” is limited by statute. Products are bought and sold, 
or accepted on consignment, at prices subject to a final adjustment at the 
end of the accounting period. Capital is ordinarily raised by small instalments 
either in cash or by deductions from the selling price of products or by the appli- 
cation of price adjustments to the capital account of the individual member. 
These similarities make it possible to describe in a general way, subject to 
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qualifications as to detail, how Canadian co-operative associations are or- 
ganized. Sometimes the typical provisions occur in the statutes, sometimes 
in the charter, and sometimes in the bylaws of the association. Many of the 
co-operative statutes prescribe a set of standard bylaws but these bylaws 
may be changed subject to the approval of the official charged with adminis- 
tering the co-operative Act. Supplementary bylaws are adopted by the various 
associations. - 


ORGANIZATION OF CO-OPERATIVE ASSOCIATIONS 


Incorporation is granted either by Letters Patent or registration. Gen- 
erally, Articles of Incorporation must be filed with the Registrar of joint 
stock companies, the Inspector of Co-operatives, the Provincial Secretary, or 
some other Provincial Government official. The use of the word ‘‘co-opera- 
tive” as part of the registered name of an association or company is restricted 
in six of the provinces to associations which qualify under their Acts. In three 
provinces, it is not restricted. 

In their enabling documents of incorporation, the co-operative associations 
are usually granted wide powers of marketing, processing, and manufacturing 
the products in which they deal. In addition, many”are empowered to carry 
on other activities more or less closely associated with their main business. In 
many cases, these powers are very wide, though in Quebec they appear to be 
more narrowly restricted to the marketing of products and the purchase of 
supplies. With very few exceptions, however, the objectives of the association 
are quite similar to those of any other kind of enterprise. Some co-operatives, 
especially wholesale federations, are permitted to carry on operations as man- 
ufacturers, miners, lumbermen, refiners, stonemasons, transporters, importers 
and exporters in goods, wares and products of any kind and description. With 
few restrictions they are authorized to borrow money, to mortgage their prop- 
erty, to invest funds, to acquire shares in other companies and, in general, 
to exercise any ancillary powers necessary to attain their objectives. They 
are also empowered to create central agencies, federations and subsidiary com- 
panies. Usually it is provided either in the statutes, charters, or bylaws, as the 
case may be, that the business is to be carried on by the association at cost and 
without profit to itself, or for the sole benefit of the members. 


CAPITAL STRUCTURE 


The enabling statutes provide for the formation of co-operative associa- 
tions with share capital or financed by ‘‘loan units’? or membership fees. All 
provinces provide for the formation of associations with share capital. Quebec 
authorizes the issue of both preferred and common shares. In most provinces, 
a limit is set to the number of shares that may be held by one individual, either 
by statute as in Quebec under the Co-operative Agricultural Associations Act, 
or by the bylaws or letters patent of the individual association. In some 
provinces, this limit is imposed by the provision that not more than 10% of the 
shares issued may be held by one member. An applicant for membership in a 
share capital association is required to apply for a minimum number of shares, 
sometimes one and sometimes more than one, in accordance with the bylaws 
of the association. In most cases the transfer of shares is restricted by statute or 
bylaws and is subject to the approval of the directors of the association. In 
most provinces, the amount of stock authorized is not limited by the charter of 
the association. The associations are permitted to repurchase their own shares, 
usually at par if the capital of the association has not been impaired, otherwise 
at some appropriate fraction of the par value. In all provinces, thé rate of 
“interest” or dividend on capital stock is limited. Although payments in 
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proportion to share capital are usually referred to as “‘interest’’, such “inter- 
est” is usually payable, up to the limit imposed by the statute or bylaws, only 
at such rates as the association may decide. The statutes of some provinces 
permit payment of rates up to 8%, but the usual rate does not exceed 6%. 

The limitation of the shareholdings of the individual member, the control 
of transfer of shares, the authority to issue an unlimited amount of share capital 
and to repurchase the shares of the association enable the co-operative asso- 
ciations to correlate, to some degree at least, the amount of investment by the 
individual member with his importance as a customer. If a member dies or 
leaves a community or withdraws from the occupation from which the asso- 
ciation obtains its members, provision is usually made to purchase his shares. 
Shares are issued to new members who are actual or potential customers of the 
association. If this process were discontinued, then, in the course of time, a 
situation would arise in which many members of the association would cease to 
be customers. Older farmers’ companies that were unable to secure the right 
of unlimited issue and repurchase of shares, under the legislation available 
when they were organized, now frequently find themselves in this situation. 


In Ontario, Manitoba, Saskatchewan and Alberta, marketing and purchas- 
ing associations may be formed without share capital. Such associations 
usually require the prospective member to pay a small membership fee. In 
such cases, the statutes or the charter or bylaws of the association usually pro- 
vide that the members shall have equal rights in the association. While it is 
convenierit to distinguish between a membership fee and subscription for one 
share of capital stock with very small par value, the difference between these 
two methods of financing, for many purposes, is not considerable. In Ontario 
the capital of co-operative companies without share capital may be either or 
both in the form of loan units or promissory notes of the members payable on 
demand. In those provinces which permit it, the current trend seems to be 
toward the formation of associations without. share capital. 


MEMBERSHIP QUALIFICATIONS 


From what we have said so far, it will be apparent that new members 
are admitted to membership in co-operative associations by a number of differ- 
ent methods. In the share capital type of association, the member is usually 
required to subscribe for one or more shares and may be required to make a cash 
payment. The remainder of the par value of his qualifying shares may be 
obtained from ‘‘patronage dividends” allotted to him by the association or 
from deductions of the proceeds of the sale of his products. When an asso- 
ciation has no share capital, it usually exacts a small membership fee. This 
fee may be paid in cash or may be credited to the customer from “‘patronage 
dividends” declared by the association or deducted from the proceeds of the 
sale of his produce. ‘This type of association sometimes provides for “aSSO- 
ciate members” or ‘‘patrons” as well as full members. ‘‘Patronage dividends 
are typically allotted to the associate members or patrons but these are not 
entitled to vote at meetings of the association. When ‘patronage dividends 
or deductions to a specified minimum amount have been credited to the patron 
or associate member, he may become a full member sometimes by signing an 
application form, sometimes simply by accepting notification that he is entitled 
to become a member. Some associations distinguish between shippers who 
have signed a contract to market the whole of their product through the asso- 
ciation and others who have not so signed. , 
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CONTROL 


Generally, (as already pointed out), each member of the association has 
only one vote at the meetings of the association. In seven of the nine prov- 
inces voting by proxy is not permitted. In some cases, the association divides 
its membership into smaller unincorporated local groups arranged upon a 
regional basis. Each of the groups then elects one or more delegates to attend 
and vote at the meetings of the association. Similarly, delegates are elected 
by member associations to attend the meetings of federations. The number 
of delegates from each local association may depend on the relative size of its 
membership or the relative volume of business transacted by the local with the 
federation. 


The directors of the association, elected at the general meeting, are given 
wide powers of direction and supervision over management. None the less, 
their decision as to the distribution of the annual surplus of the association is 
subject to the terms of the statutes and bylaws and where these leave some dis- 
cretion, the actions of the directors are subject to the approval of the general 
meeting. The general meetirig also enacts the bylaws, elects officers and 
appoints auditors. 


Marketing associations carry on their business operations in a variety of 
different ways and, for our purposes, we may distinguish between those asso- 
ciations which purport to act as agents for their members—the so-called ‘‘agency 
type’’ of association—and other associations which purchase the products from 
the members and do not purport to act strictly as theiragent. Usually, though 
not always, the ‘‘agency type’’ associations receive the products of their mem- 
bers on consignment. 


MARKETING ASSOCIATIONS THAT RECEIVE PRODUCTS ON CONSIGNMENT 


Some associations receive products as agents or on consignment from their 
members and sometimes from non-members as well. The terms on which 
they receive the product may be expressly stated in a written contract with 
the individual member, or set forth more or less explicitly in the bylaws of the 
association. In some cases these contracts require the shipper to deliver the 
whole or some substantial part of his product to the association; in other cases, 
the shipper is not so bound. Usually, the association agrees to act as agent, 
or agent and factor of the member, to handle, store and sometimes process the 
commodity; to dispose of it to the best advantage according to the judgment 
of the officers of the association and to account to the member for the proceeds 
on the basis of quantity and quality. Many members, in other words, 
deliver their products of varying quantity and quality to a common agent, 
each under a like but separate contract express or implied. Often one of the 
terms of each contract is that other members will deliver their products under 
a like contract. The association is usually empowered to pool the products 
of the shippers thereby reducing handling costs. In some cases, non-members 
receive the same financial returns as members. In other cases, they receive 
smaller returns. The products of members and non-members being pooled 
are often processed or manufactured. The raw, processed, or manufactured 
product is then sold. This marketing and processing requires the use of equip- 
ment, labour and management, and the marketing and processing tends to 
add value to the finished product. 


Different associations follow varying methods in paying their shippers. 
Some make no cash payment at all when the shipments are received. Others 
make a payment which is considerably less than the market price, and still 
others make a payment which is as nearly as practicable the full price that the 
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product is expected to bring, less cost of handling and processing. In some 
cases, the initial payment, if any, is followed by a final payment, or one or 
more interim payments as well as a final payment. 

In some cases the association is empowered to make deductions up to 

a stipulated percentage of gross sales, or up to a specified number of cents per 
unit of product handled, for the purchase of land, buildings and equipment, 
and is required to issue to the member, in return, evidence of equity in, or 
claims against the association equal in face value to the amount so deducted. 
Sometimes, also, it is permitted to make similar deductions for working capi- 
tal. It is also given the right to deduct specified amounts to cover operating 
costs, expenses and losses reduced by revenue from sundry sources. It is 
required to account to the members for the excess of the amounts so deducted 
over the costs actually incurred. This it may do by apportioning this excess 
among the members and either paying the amounts allotted in cash or deferring 
payment and crediting the members with the amounts in question, or paying 
some part of the allotments and deferring the remainder. In some cases, part 
of the excess deductions, subject to approval of the general meeting of the asso- 
ciation, is retained by the association without being apportioned to the mem- 
bers. In still other cases, it is simply carried forward to the next accounting 
period and forms part of the proceeds to be distributed to members in that 
period. 

The payments and allotments made by the association to its shippers 

accordingly may be summarized as follows:— 

(a) Initial payment, if any, made when the product is received by the 
association. 

(6) Interim payments, if any. 

(c) Amounts paid to members after the product has been sold and the 
operating expenses of the period determined. 

(d) Similar amounts apportioned to members but withheld. A part of 
difference between deductions for operating costs and losses may be 
withheld and not apportioned to the members. 

(e) Deductions for permanent investment in return for which the mem- 
ber receives share certificates or certificates of indebtedness where 
shares are not used. 


OTHER MARKETING ASSOCI ATIONS 


Instead of accepting products on consignment, other marketing associa- 
tions purchase products from members and often non-members and resell 
them sometimes after, sometimes without, substantial processing. Often 
these non-agency associations do not enter into written contracts with each 
member but the bylaws of the associations, the statutes under which they come 
into existence and perhaps their customary practices serve to prescribe, at 
least within rough limits, their methods of doing business and their obliga- 
tions to members. When the association buys the product of a member, it 
may make an initial payment to him in cash corresponding closely to the cur- 
rent price of the product. At the end of its fiscal period, the association com- 
putes the amount realized from the sale of the product. The total so arrived 
at is the gross income of the association. From this gross income the associa- 
tion then deducts amounts already paid to members and its operating expenses, 
reduced by sundry income. What remains constitutes the annual surplus. 
The directors of the association, subject to the provisions of the relevant stat- 
utes and bylaws, make certain deductions from this surplus and apportion the 


remainder. 
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In some provinces the marketing associations are organized under the 
same Act and are required to deal with the surplus in the same way as do the 
purchasing associations. In other provinces, marketing associations are 
organized under separate legislation. In the latter provinces, the associations 
retain, unallocated, a portion of the surplus stipulated by contract or bylaw, 
or decided upon by the directors subject to the approval of the general meeting 
of the association. 

From the remaining surplus, those associations, which are empowered 
to pay interest on share capital or other amount standing at the credit of the 
members, deduct the amount permitted or required for this purpose by the 
contracts or bylaws of the association. 

The bylaws may permit the association to deduct also an ‘‘educational’’ 
reserve. The remainder is apportioned among the members in proportion to 
patronage. The amounts thus apportioned may be paid to the patrons in 
cash but the bylaws may provide for the deferment of a portion of these pat- 
ronage allotments. In the case of share capital, marketing associations’ 
patronage payments may be applied against the balance owing by the member 
on share subscriptions. 


OPERATIONS — PURCHASE AND SUPPLY ASSOCIATIONS 


The purchase and supply associations purchase supplies for resale to their 
customers and collect from them therefor certain sums. From the proceeds 
of sale they deduct their ordinary expenses, reduced by sundry income. The 
difference constitutes the surplus for the year’s operations. 

Co-operative legislation which provides for the organization of purchasing 
associations, or of both purchasing and marketing associations, usually requires 
or permits the associations to make certain deductions from the annual surplus 
before arriving at the amount available for allocation to members: (a) stat- 
utory reserves; (b) educational reserves; (c) interest_on share capital or on al- 
located reserves. 


(a) Statutory Reserves 


The statutes of most of the provinces require the associations to set aside 
as a statutory reserve at least 5% or 10% of the surplus. In these provinces 
the associations may, and usually do, provide for reserves larger than the 
statute requires. In Ontario, however, the statute imposes an upper limit 
of 20% of the annual surplus. The members have no right to participate in 
or exact payment of these reserves unless the association is wound up. 


(b) Educational Reserves 


In many of the provinces, the associations are permitted to set aside each 
year a certain percentage, usually not in excess of 5%, to be used for member- 
ship activities or to attract new members. 


(c). Interest on Share Capital or Allocated Reserves 


In some cases the contracts or bylaws stipulate that interest shall be paid 
at a fixed rate whether earned or not. More frequently, however, the bylaws 
provide that interest shall be paid at the stipulated rate only if earned. In 
still other cases they provide that it may be paid, if earned, up to the maximum 
rate permitted by the bylaws or the statute. 

When these deductions have been made from the annual surplus of the 
association the statutes usually provide that the remainder shall be apportioned 
to members or customers in proportion to the volume of business they have 
done with the association. Some associations allot ‘patronage dividends’ to 
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members and non-members alike; others pay or allot smaller ‘patronage 
dividends” to non-members; still others do not allot “patronage dividends’’ 
to non-members at all. Powers granted to the associations in this respect 
differ as between different provinces. Associations are usually empowered to 
pass a bylaw deferring payment of a portion of the amounts so allotted to be 
used for the purposes of the association. 

In most cases the bylaws of the associations stipulate that patronage divi- 
dends payable to the shareholder shall be applied to the unpaid balance of the 
shares for which any member has subscribed as a condition of membership. 
An individual member may, of course, subscribe for additional shares and direct 
the association to apply patronage dividends payable to him to the unpaid 
balance of his share subscription. Some associations which undertake market- 
ing and purchasing activities are empowered to make systematic deductions 
to pay up his share subscriptions in a specified number of years. In such cases 
patronage dividends need not be applied to unpaid share subscriptions. 


CO-OPERATIVE FINANCING 


In summary, different types of associations secure funds for investment 
in a great variety of different ways. 

The contracts or bylaws of a marketing association which receives products 
on consignment may provide for deductions for capital purposes and operating 
expenses. In return for the deductions for capital purposes the association 
may issue share certificates, where shares are used, or certificates of indebtedness 
where shares are not used. On the basis of the authority to make these deduc- 
tions, the directors may borrow from the banks or the public. Part of the 
difference between the deductions for operating expenses and the expenses 
actually incurred may also be retained and used for the purposes of the asso- 
ciation. 

In the case of a marketing association which purchases products from the 
producers, the bylaws may provide that each member must subscribe for a 
minimum amount of share capital, payable in cash or by instalments. Where 
no share capital is issued, membership fees may be paidin cash or by instalments. 
Payment for the products is made, usually at current market prices, and when 
the produce is resold, part of the surplus, after paying operating expenses, may 
be retained being apportioned among the members; part may be apportioned 
and retained; part may be returned to the members or applied against share 
or membership subscriptions. 

In a share-capital purchasing association, each member is required to 
subscribe for a minimum number of shares payable in cash, or partly in cash 
and partly on call, or if not sooner paid, out of “patronage dividends” declared 
by the association. Some associations require their members to deposit 
‘Joan units” for the duration of their membership. These may also be paid 
from patronage returns if not sooner paidin cash. Associations which finance 
without share capital, or which require only a small qualifying subscription 
for shares, may finance largely by means of deferring payment of patronage 
allotments. Any of these types of association may be financed partly by 
withholding a part of the surplus without allocating it to members. Any type 
may borrow from its members or from the public on individual loan contracts. 
These loans may be advanced in cash, or the association may be empowered to 
withhold patronage payments as a loan from the member. 

The relative importance of share capital contributions, capital deductions, 
deferred dividends and unallocated surplus varies greatly from one association 
to another. Inasample of 40 purchasing associations In Saskatchewan during 
the eight years 1936 to 1943, thirty per cent of the increase In members’ equity 
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was accounted for by share capital subscriptions and allocated reserves repre- 
senting withheld patronage dividends. The remainder was represented by 
earnings withheld and not allocated. In a sample of 50 associations in the 
province of Quebec during the same period, 46% of the increase in members’ 
equity was represented by share capital and allocated reserves, and 54% by 
unallocated surplus and reserves (Appendix C). 

In all cases, associations are faced with the problem of keeping the invest- 
ments of their individual members at least roughly proportional to their patron- 
age. Accordingly, provision must be made from the resources of the asso- 
ciation to purchase the shares of retiring members or to pay to members the 
“natronage dividends” or deductions held back in former years. As far as 
their financial position permits, and in order to maintain an active member- 
ship, associations attempt to purchase the shares and other claims of members 
who die, or wish to withdraw from the association. Usually, in Canada, how- 
ever, so long as an individual remains a member of the association, he is not 
encouraged to withdraw his capital from the association. Some associations, 
however, have adopted a systematic method of retiring shares, deductions or 
withheld “patronage dividends’’. In these cases, funds secured from current 
deductions, or retained “patronage dividends”, or current payments on shares, 
or other sources, are used to retire deductions made or dividends withheld in 
former years. The earliest contributions are usually retired first. This system 
of retention and payment is repeated as the years go by and the deductions or 
retained ‘patronage dividends” are termed a “revolving fund’. The deduc- 
tions and retained ‘“‘patronage dividends’ may be held for varying periods. 
During this period they form part of the invested capital of the association. 
In addition to financing its day to day operations, these funds may be invested in 
plant and facilities or in Government bonds or other securities, income from 
which goes to increase the revenues of the association. Sometimes the amounts 
credited to members in the revolving fund bear interest and sometimes not. 
Sometimes the length of the period of retention is stipulated in the bylaws, 
sometimes it is left to the discretion of the directors of the association. The 
members’ rights to these revolving funds are sometimes evidenced simply by 
entries on the books of the association, sometimes by entries in pass books, 
and sometimes by shares or certificates of various descriptions. 


EXPULSION 


The statutes, bylaws or contracts usually provide that a member may be 
expelled from an association for conduct detrimental to the welfare of the asso- 
ciation. If such expulsion is decided upon by the Board of Directors, commonly, 
it must be confirmed by the general meeting of the association. On expulsion, 
the directors may pay the member the par value of his shares and the amount 
- allocated to him on the books of the association, either in cash or in instalment. 
No case has been called to our attention in which a member, on withdrawing 
from the association, was denied the payment of his equity therein. 


GOVERNMENT ASSISTANCE TO CO-OPERATIVE ASSOCIATIONS 


From time to time co-operative associations have received assistance from 
the Dominion Government and the governments of some of the provinces. 
All provinces have enacted co-operative legislation and many of them provide 
special services for administering this legislation and advising, organizing, and 
regulating co-operative associations. Other assistance has taken the form of 
loans and grants for organization and operating purposes. Financial assis- 
tance of this kind has been particularly common in the Western provinces and 
in Quebec but other provinces have likewise, from time to time, afforded finan- 
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cial assistance to co-operative associations. In addition, some provincial 
departments actually undertake marketing activities exhibiting some co-opera- 
tive features. This work is discontinued as soon as the farmers organize to 
take over the marketing of the products in question. On a number of occa- 
sions, the Dominion Government has encouraged or assisted co-operative or- 
ganizations. In the past, six of the nine provinces exempted co-operative 
associations from the payment of income tax. Another province, which 
levied no income tax, exempted them from its tax on corporations. 


PRESENT TAX POSITION OF CO-OPERATIVE ASSOCIATIONS AND THEIR DIRECT 
COMPETITORS 


At present co-operative associations regarded as falling within the pur- 


view of section 4 (p) of the Income War Tax Act are not liable to corporate\ 


income or Excess Profits tax. As we have seen, their competitors consist of | 
public and closely held companies, partnerships, sole proprietorship busines- ' 


ses, non-exempt co-operative companies and even Government enterprises. 
The incorporated competitors are subject under the Income War Tax and 
Excess Profits Tax Acts to a tax of 40% (30% in the case of small companies) 
on income up to 11624% of their standard profits and a tax of 100% (less a 
20% post war refund) on income in excess thereof. Unincorporated business 
competitors of the co-operative associations are not subject to tax as business 
entities under the Income War Tax Act but their owners are subject to income 
tax on their business and personal incomes. Under the Excess Profits Tax 
Act unincorporated businesses are subject to a tax of 15 per cent of their total 
profits or, alternatively, the whole of their excess profits, whichever tax is 
the larger. Some of the direct competitors of the co-operative associations 
are non-exempt companies which carry on trade in ways which are, in many 
respects, analogous to the business methods of the exempt companies. These 
companies would be entitled to deduct payments in proportion to patronage 
where the terms on which they have sold or obtained a product involve a con- 
tractual obligation to make the payment, and it is not purely voluntary. These 
contractual payments are deductible whether paid in cash or credited to the 
accounts of the producers or customers as an irrevocable obligation. 


SECTION III 


ARGUMENTS RELATING TO THE TAXATION OF CO-OPERATIVE ASSOCIATIONS 


In the course of our hearings a great many arguments and considerations 
were urged upon us. It is fitting that these should be now discussed. 


PUBLIC INTEREST 


The representatives of co-operative associations advanced two main 
grounds upon which they sought to be freed from tax. — They, urged, in the 
first place, that their associations performed certain public services for people 
in receipt of low incomes which ordinary companies did not attempt, or at 
least not to the same extent, from which premise flows the plea that, in the 
public interest they should be specially favoured. | Secondly, it was alleged 
that they were not profit making institutions by intention or practice; that 
their object was to perform services for their members at cost, giving rise to 
the argument that, in fact, they did not derive profits from their members. 
Many recognized, however, that some profits might arise and accrue to the 
members through the association from non-member business or deriving from 


investments. 
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The Commission is in no doubt that the co-operative associations can and 
do perform services which are valuable not only to their members but redound 
to the advantage of the community in general. In many fields their methods 
of organization and operation enable them to meet special economic needs more 
effectively than these can be met by ordinary trading companies. On the 
other hand, the forms of organization and operation of the latter enable them 
to perform other public services and other functions more efficaciously than 
can the co-operative associations. 

In particular, the co-operative form of organization, especially in rural 

‘areas, affords an opportunity to individual members of outstanding capacity 

to obtain an experience in management, administration and leadership which, 
‘in the ordinary course of events, they could not obtain in any other way. The 
development of these men through training is not only valuable to the asso- 
ciations themselves but is of advantage to the country as a whole. Similarly, 
however, the ordinary companies and businesses provide a like opportunity 
for their employees of promising ability to become proficient in business by 
assuming and discharging the responsibilities of important administrative 
positions. 

This point is very closely akin to another. In the modern world of large 
enterprises, especially when times are difficult, some individuals with low in- 
comes arelikely tofeel that they are being taken advantage of and are powerless 
to resist such exploitation. The establishment of a co-operative association 
may assist in meeting the needs of such members and in bringing relief to this 
feeling of frustration by providing an outlet to normal creative activity. The 
value of such an objective for individual ambition, not only to the member 
himself but to the community generally, need hardly be stressed. Although 
the associations render important social services by providing a vehicle where- 
by individuals in low income groups may help themselves, it is none the less 
true that they themselves are dependent on Government services and facili- 
\ ties financed by taxes levied upon those who possess the ability to pay. 

In the special field of marketing the products of the farm and fisheries, 
the members are perhaps better placed to judge the tastes of the market and 
adjust their products accordingly if they have their own representative in the 
market and are assured that the tastes of the consumers will be reflected back 
to them directly in appropriate price differentials accordin# to grade and quality. 
In the same way, of course, non-cooperative companies handling manufactures 
or primary products are usually in a better position if they have their own 
representatives in their more important markets. 

Again co-operative associations appear to have developed most rapidly 
in fields where there are wide and rather rigid price margins associated with 
government control or custom, or where a multiplicity of outlets make for 
high costs of distribution and marketing as, for example, in Western Canada 
where the whole organization of marketing and distribution was originally 
planned to serve a larger population than has actually developed. If co-opera- 
tive associations can help to prevent the development of unreasonably wide 
margins and unnecessary duplication of facilities, they will be performing a 
public service which governments can accomplish only with difficulty. How- 
ever, alert and efficient non-cooperative trading enterprises perform similar 
services not only in areas where the associations are now engaged, but in 
‘many other commercial and industrial fields. 

Some representatives of the co-operative associations argued, and it was 
repeated on may occasions, that the methods of co-operation resting, as they 
say, upon the self help motif, appealed to and developed a higher set of princi- 
ples than the individual and ‘purely selfish pursuit of gain. If it be necessary 
for us to express an opinion in this somewhat abstract and idealistic field, it is 
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this: in their actions human beings are actuated by a wide variety of motives 
and in varying proportions. The more varied the forms of organization open 
to them in earning their livings, the more probable it is that each will be able 
to find a satisfying and useful niche within the general economic framework. 
Trial and error alone can determine in what fields ordinary companies and in 
what fields co-operative associations can most usefully make their own peculiar 
contributions to our economy. 


It was pointed out that the members of most co-operative associations are 
farmers, fishermen and other primary producers. Producers of primary products 
and business ventures engaged in marketing their goods are subject to extreme 
fluctuations in income. The Income and Excess Profits Taxes in the past may 
have burdened them unduly when applied in years of high income without due 
allowance for years in which losses occurred. It is true, also, that both the co- 
operative associations and their private competitors in these fields are subject 
to the same wide fluctuations in income. Recent amendments to the legis- 
lation afford a considerable measure of relief. 


On this first head of argument, therefore, considerations of public interest 
do not lead us to the conclusion that co-operative associations should be given a 
blanket exemption from income tax while their competitors are subjected to the 
full burden of the current heavy rates. The considerations referred to do 
suggest, however, that where there is doubt as to what the income of an organ- 
ization really is, the relative strength of co-operative associations and their 
competitors should be carefully considered to make certain that the solution 
finally adopted will not ruin one or the other, or unduly constrict their relative 
growth and development. 

The granting of fiscal advantages is not usually a good method of giving 
special encouragement or assistance in the field of economic venture. Exemp- 
tions granted to one segment of the commercial community can scarcely benefit 
the public as a whole. Welcome though they may be to those who receive 
them, the burden from which some are relieved falls with proportionately in- 
creased weight on the rest of the economy. The cost of granting the exemption 
is usually not known. Accordingly, it is difficult to know whether or not the 
results are worth the cost. The advantages of any general exemption accrue to 
those who need it and to those who do not. In this particular case the advan- 
tages are likely to accrue in larger proportion to those associations whose income 
is large and whose need is less, while those associations who have no net income 
are receiving no advantage from the exemption. 


THE ASSOCIATIONS AND THEIR MEMBERS RECEIVE INCOME 


The position of co-operative associations in relation to income tax arises 
in two ways: (1) from the statutory exemption which at present applies to 
some of them and (2) from the alleged statement of fact and law that they earn 
noincome. The second main contention of co-operative witnesses and counsel, 
accordingly, is that co-operative associations are non-profit organizations. 
This statement connotes a number of different but related meanings. Some- 
times it means that the associations do not distribute the net surplus arising 
from the co-operative business in proportion to investment, except for a limited 
rate of ‘“‘interest’”’. At other times it means that the associations try to arrange 
their affairs to insure that there will be no conflict of interest between the mem- 
bers as customers and the association as buyer or seller. Again, it may mean 
that the association is financed in such a way that the interest of each member _ 
as owner and investor is at least roughly proportional to his interest as a CcuS- 
tomer. Finally, it may give the idea that the associations try to operate 
cost’’, that is to say, they endeavour to return to their member customers the 
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whole of their receipts except for necessary expenses. Compendiously it 
means that co-operators try to do all these things. The mere statement of 
this non-profit purpose in their charters or bylaws is not conclusive to a finding 
that co-operative associations do not in fact and practice earn an income which 
might, in all fairness, be assessed to income tax. The circumstance that they 
may order their affairs in such a way as to avoid friction between buyer and 
seller, or so that the investments of the members are roughly proportional 
to their patronage, is not relevant in determining whether they earn a taxable 
income. 

It was urged upon us that co-operative associations, even though they 
possess the advantages of limited liability, were nevertheless not legal entities, 
separate and apart from their members. We do not subscribe to this view nor 
does it, in our opinion, correctly state the facts or the law. Most co-operative 
associations are incorporated bodies. They are, in our opinion, ‘‘bodies”’ 
corporate and, therefore, ‘‘persons” within the meaning of that word as used in 
the Income War Tax Act. We regard the individual members and the cor- 
porate bodies with which they are associated as ‘‘persons’’ separate and distinct 
the one from the other. Each is a potential taxpayer with respect to that 
income which may properly be considered to be his. 

In opposition to the foregoing contentions advanced by the co-operative 
movement, some of their competitors assert: 

(1) That the associations perform precisely the same productive functions 
as ordinary companies, using the same sort of buildings and equipment, em- 
ploying the same sort of labour, using the same technical methods, obtaining 
the goods they handle and process from the same sources, and selling them in 
the same markets as do their non-cooperative competitors; ; 

(2) That they are organized as limited liability companies and do business 
under the same sort of contracts and with the same powers and obligations 
as ordinary traders; 

(3) That they are organized and operated for the purpose of making a 
profit, and 

(4) That consequently they should be assessed to taxes upon the same 
basis as an ordinary company. 

We have already indicated that, in our view, the purpose or alleged pur- 
pose of the associations is irrelevant. We are convinced that they do not do 
business under precisely the same sort.of contracts.as ordinary traders. The 
first contention, however, is both true and important and leads to a fundamental 
conclusion. If we consider a marketing or supply association and.its members 
as one group of individuals, then the whole of the incomings of this group from 
the sale of produce is the gross income of the association and its members 
taken together. If from this gross income are deducted the expenses incurred 
to outsiders and ordinary allowances for bad debts due by outsiders and depre- 
ciation of buildings and equipment, whether in the hands of the members or 
the association, then the whole of what remains is net income produced by the 
association and its members. This net income, moreover, is calculable in 
terms of dollars. It is identical with the income which is ordinarily subjected 
to income tax. All of it should be assessed as income either of the members, or 
of the association, or of both, unless there are very clear special reasons for 
exempting any part of it. This point is not really in dispute since, without 
exception, witnesses on behalf of co-operative associations were of the opinion 
that the association conferred a financial benefit on the members. 

A co-operative store which sells consumers goods is perhaps in a slightly 
different position. In this case, the expenses of the association and its mem- 
bers incurred to outsiders is clear and determinate. However, the goods are 
not. resold by the members; they are used or consumed by.them. Conse- 
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quently, the gross money income of the association and its members taken 
together cannot be computed. In this case, it is necessary to decide at the 
outset what part of the receipts of the association from its members are really 
prices paid by the members. This difficulty may have been at the foundation 
of the compromise solution recommended by the British Commission of 1933 | 
that rebates or patronage dividends (‘“‘divis’’) returned to members-of a con- 
sumer storewere not to be regarded as being the profits-of anyone, while the 
amount retained by the society, less ordinary expenses was to be regarded as 
the taxable income of someone, notably the society. 

“In the early stages of the tax controversy in England, an attempt was 
made to apply the doctrine of mutuality to this situation. This argument, orig- 
inally developed in connection with mutual insurance, was advanced in support 
of the contention that neither the society nor the members make any profits 
from their joint venture. But, in the view which we take of the Canadian 
tax situation, this argument is of little assistance. Co-operative associations 
are organized for buying or selling or both. Even in the case of a co-operative 
consumers’ store, the amount saved by the consumer is influenced not only 
by what the consumer originally pays the association but also by the amount 
the association has to pay its suppliers and its employees, by the amounts 
received from outside investment, and by the amount of its business with non- 
members. It is our unhesitating opinion that the association and its mem- 
bers, as a result of the trading venture which they undertake, do make a profit. 
The difficulty arises in determining to which of the two, the members or the, 
association as such, this profit inures. In the hands of one or the other, it 
is assessable to tax. Thus, while originally ‘‘mutuality’’ may have had great 
potency in support of an argument that in fact, no profits were made from the 
venture, it has lost much of its former vigour in those aspects of co-operative 
business which now confront. us. 

As we have already seen, co-operative associations do not do business by 
virtue of the same sort of contracts as the ordinary company, or with precisely 
the same obligations. In particular, the methods of organization of co-opera- 
tive associations make it unnecessary for them to distinguish as clearly 
as does an ordinary company between amounts which in source and func- 
tion are at least roughly analogous to the profits of an ordinary company and 
other amounts which are similarly analogous to capital contributions of the 
shareholders, or to the expenses of an ordinary company. For example, in a 
marketing association, part of the deductions from the proceeds of sale of the 
members’ products resemble charges made by the association for handling 
the members’ products. Other parts more closely resemble capital subscrip- 
tions of the members to finance the association. In the case of an ordinary 
company, it is perfectly clear what part of the shareholders’ equity has come 
from subscriptions by shareholders and what part has been retained from the 
profits of the company. Obviously, if an ordinary company was authorized 
by the customer to keep as a loan part of the proceeds of sale of products con- 
signed to it, this loan would not be considered part of the income of the com- 
pany. Again, the association is, to some extent, obligated to make return 
to the members in proportion to patronage. These returns resemble in part 
an ordinary price rebate or discount. However, their amount is affected by 
the efficiency of management of the association and a variety of unpredictable 
circumstances beyond its control. It may be affected also by revenue from 
the investments of the association in bonds or other securities. It may be 
influenced as well by the policy the association follows with respect to engaging 
in business with non-members and granting patronage returns to the latter. 
On the other hand, if satisfactory returns of this kind are not made, it is prob- 
able that the membership and the business of the association will decrease. 
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Functionally, then, the so-called patronage dividends may partake of the nature 
of a return of profits to the members, or a return of excess charges, or a return 
of investments, or an expense of the association. These practices, be it noted, 
are not to be regarded as devices adopted by the co-operatives to avoid pay- 
ment of taxes. Rather they are characteristic of the ordinary co-operative 
way of doing business. 

The contracts between the association and its members differ at least in 
phrasing and detail as between different associations. The terms of the 
relevant statutes, memoranda, articles of association, bylaws and specific and 
implied contracts, differ from the corresponding documents and_ contracts 
between an ordinary company and its customers; or between an ordinary com- 
pany and its shareholders. The precise effect of the various clauses of the 
contracts and the general implications to be drawn therefrom, taken as a whole, 
have not been clarified, in Canada, by judicial interpretation, and it is far 
from clear in principle what effect may or should be given thereto. There 
are very few Canadian decisions touching the question. Each case must de- 
pend and turn upon its own facts. It is thus impossible to lay down, as a 
general rule, definitely how much of their surplus the associations are actually 
obligated to return to their members, or at what date, or on what terms. 
Here lies the difficulty in deciding what amounts may reasonably be considered, 
for income tax purposes, to be income received directly by the member and 
taxable only in his hands, and what amounts can reasonably be considered to 
be the distinct income of the association and taxable in its hands, even if 
later distributed to the member. We were referred to two decisions of the 
Supreme Court of Canada. The first of these decisions was rendered in the 
case of Fraser Valley Milk Producers Association vs Minister of National Reve- 
nue 1929 S.C.R. 485. It was rendered on the 30th day of April, 1929, and 
unanimously affirmed the decision of Audette J. in the Exchequer Court, 
rendered on the 8th day of October, 1928. The other decision was that ren- 
dered in the case of Saskatchewan Co-operative Wheat Producers Association vs 
The Minister of National Revenue 19380 8.C.R. p. 402. It was delivered on the 
10th day of April, 1930, and affirmed the decision of Audette J. in the Ex- 
chequer Court rendered on the 29th day of May, 1929. We are advised that 
these decisions turned upon the particular facts therein involved and do not 
for that reason furnish any guiding principle applicable to our general enquiry. 

The competitors of the associations contended that the co-operative sur- 
plus is strictly analogous to the profits of an ordinary corporation; that the co- 
operative form of organization enables the association to secure a targe volume 
of business and to effect economies in marketing; also that this surplus is attrib- 
utable to the use of capital and the employment of labour and to the successful 
outcome of business risks. These are the factors, they argued, that enable 
ordinary companies to make profits. The conclusion followed, accordingly, 
that the whole of the surplus of co-operative associations should be taxed as 
the profits of the association. In our opinion these various factors do assist 
in effecting economies. In a competitive situation, however, most of the eco- 
nomies which ordinary companies secure tend to be passed on to their customers 
in the form of lower prices. The taxable income of the companies, however, 
depends on the prices actually charged. Similarly, if a co-operative associa- 
tion effects economies and passes these on to its customers, we are of the 
opinion that it should not be taxed as though it did not adopt this practice. 


COMPETITION AND TAX EXEMPTION 


The present income taxes impose a heavy burden on ordinary companies 
and their shareholders. It is important to consider whether the immunity 
of the co-operative associations from tax imposes an additional burden on their 
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corporate competitors by giving the associations an unfair competitive advan- 
tage. 


In the foreground of the apprehension expressed by the competitors 
of the associations was the suggestion that the latter might use their reserves, 
now being built up without payment of taxes, to drive such competitors out of 
business by precipitating a price war, or to finance the improvement of facil- 
ities and premises, or to buy up ordinary businesses, or to initiate new ones. 
However improbable it may be that an association would make use of accu- 
mulated funds to finance unreasonable price reductions and precipitate a price 
war, yet some associations temporarily might make the mistake of adopting 
such a policy. The associations at present do retain earnings without paying 
income tax. (Appendix C). These retained earnings may be used to expand 
premises, improve services and thus secure new members. This expansion 
tends to diminish the business volume and the incomes of ordinary enter- 
prises— enterprises already in existence or enterprises that might have been 
established if the association had not expanded. Moreover, the tax free 
reserves which an association may accumulate will assist it in surviving periods 
of falling prices and business depression. 


When a new co-operative association is formed, the funds initially paid 
to the seller of the purchased business do not come from tax free reserves, but 
from actual collections in cash from the members of the new association. The 
remainder may come wholly or partly from income which has not been subject- 
ed to tax. When an established association purchases a business, all or part 
of the funds required may be obtained from capital newly subscribed in cash; 
part or all may come from income which has not been taxed. The evidence 
presented tends to suggest that some part of the prospective advantages of 
freedom from taxation, in some cases, may have been capitalized and paid to 
the former owner as part of the purchase price. The seller of the business, in 
this situation, sustained no injury, but other prospective purchasers may have 
been handicapped. 


We find no basis for the view that the freedom of co-operative associa- 
tions from income taxes has, in the past, induced the associations to engage in 
unreasonable direct price competition, or enabled them to damage their com- 
petitors by attracting funds which otherwise would have been available for 
investment in ordinary business. Whether the ability to pay patronage 
dividends gives an association a competitive price advantage is debatable. 
It would appear, therefore, that the chief competitive advantage which the co- 
operative associations as entities enjoy, by reason of their tax exempt position, 
lies in their present capacity to set aside larger reserves than they could if 
they were taxed on the same basis as are their competitors. 


This conclusion finds support in the fact that co-operative marketing 
associations do not appear to have been able to obtain a larger proportion of 
the business of marketing farm produce. It is probably significant too that 
no direct competitor of a co-operative association appeared before the Com- 
mission to testify that, up to the present, he had been severely prejudiced by 
co-operative competition, though many did complain of the heavy weight of 
taxes that the companies have had to bear. Rather were the fears limited 
to the competitive advantages the associations might obtain in the future 
from their large reserves. In our opinion, it is desirable that a solution be 
found which will go at least some distance toward removing these fears in so 
far as they arise from tax exemption. 
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EQUITY IN TAXATION 


We turn now to consider whether the advantages received by co-operative 
associations by incorporation are substantially the same in kind and amount 
as those conferred on ordinary companies. Certain provisions of the Income 
War Tax Act already recognize that different kinds of ordinary companies 
may reasonably be given somewhat varying tax treatment. Recommendations 
have recently been made concerning the special treatment of private and 
closely held companies. The advantages conferred by incorporation include, 
among others, the power to issue transferable shares with limited liability, 
perpetual succession and the use of a common seal. Intorporation, moreover, 
establishes a legal entity from which shareholders may exact their dues by 
means of legal process. The power to issue transferable shares with limited 
liability has proved to be a great advantage in securing large accumulations 
of funds from individuals who would be unwilling to risk their entire fortunes 
in the venture, and who wish to be able to realize their investments without 
undue delay. 

Both co-operative associations and ordinary companies enjoy these advan- 
tages except that the shares of co-operative associations and closely held com- 
panies are often not readily transferable and both draw their funds from re- 
stricted sources of investment. An additional self-imposed restriction of the 
associations arises from the fact that they repurchase the shares of persons 
who have ceased to be customers. These considerations lead to the conclu- 
sion that associations like companies derive advantages from incorporation 
and may reasonably be taxed on whatever income they do receive. However, 
the advantages derived by the associations are probably, on the whole, less 
than those enjoyed by ordinary companies. We do not undertake to decide 
whether the advantages of incorporation are commensurate with the present 
high rates of corporate taxation. 


It is reasonable now to deal with the relative faculties or capacity of co-oper- 
ative associations and companies to pay taxes. It has repeatedly been 
pointed out that co-operative associations are unusually difficult to initiate 
and the Saskatchewan study suggests that in their early years, their financial 
difficulties may be greater, on the average, than ¢hose of similar ordinary com- 
panies. Itis true also, since each member has one vote only, that the stability 
of the association depends upon the discretion of its more needy members. 
This cannot usually be said of an ordinary company. In its more mature 
stages, however, the ‘‘share-capital” type of association, with its large unallocated 
reserves, appears to be quite a stable organization. The financial strength 
of an “agency-type”’ association, financed largely by means of allocated re- 
serves, is less clear. In practice, however, in Canada, the members have not in 
the past been able to obtain repayments of allocated reserves except with the 
approval of the directors of the association. We are thus led to the view that 
associations financed in this way, once they have reached their mature develop- 
ment, are also fairly stable institutions and capable of bearing the burden of 
taxes. We conclude that there is no justification for the complete exemption 
of either of these types of co-operative associations on the grounds that, as 
companies, they have no ability to pay taxes. 

Viewed from another angle the corporate income tax may be regarded as a 
tax paid by the company on behalf of its shareholders. From this point of 
view that portion of the tax which is assessed upon the undistributed profits 
of the corporation is an average payment on behalf of the owners of the com- 
pany on funds accruing to their benefit but on which they are not currently 
taxed. If that part of the tax which is imposed on dividends is to be defend- 
ed, it must be on the grounds that companies have the power, which unin- 
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corporated businesses have not, of determining the year in which the profits 

of the company will be received by the shareholders and be assessed to per- 

sonal income tax. When personal income tax rates are rather steeply pro- 

gressive, and the earnings of a business fluctuate from year to year, the power 

ecaewit stable dividends diminishes the total tax payable by the share- 
olders. 

The co-operative association, like the trading company, has the power to 
maintain stable dividend rates. Moreover, the co-operative associations 
qualifying under section 4 (p) of the Income War Tax Act may set aside re- 
serves, some of which are not at present taxed in the:period when earned either 
as income of the member, or as income of the association. True, the mem- 
ber cannot realize on these tax free accumulations by selling his shares at a 
higher price, but he does obtain an advantage by the faculty, as it were, of 
re-investing earnings in the association without first paying tax on them. 
This is an advantage to such members of the association as are in receipt of 
taxable incomes. Be this as it may, the majority of the members of co- 
operative associations, in normal times, receive incomes which are below the 
exemption limit. Accordingly, the ability to re-invest without first paying 
personal income tax, is of lesser advantage to the members of a co-operative 
association than it is on the average to the shareholders of a company. Consid- 
erations of this nature are not sufficient, in our view, to justify the plea for 
complete exemption of co-operative associations from income tax. 


EXPERIENCE IN BRITAIN AND THE UNITED STATES 


The task of applying income tax to co-operative organizations has always 
been before the tax authorities in Canada in respect of associations which have 
not qualified under section 4 (p) of the Income War Tax Act: Our terms of 
reference and the evidence before us suggests that no final and completely 
satisfactory policy has evolved. With a view to further enlightenment, we 
deemed it advisable to investigate the application of income tax to co-opera- 
tive societies in Great Britain and to non-exempt associations in the United 
States. These studies are included in Appendix D and may be referred to for 
greater detail. ; 

In England the tax is applied to all amounts that the co-operative associa- 
tions put to reserves. Under the conditions and practices prevailing in that 
country, this policy has not presented serious administrative difficulties. It 
is well to bear in mind, however, that in Britain, no associations purport to 
act as agents for their members, nor do they obtain capital by withholding pur- 
chase dividends or bonuses credited to their members. 

In the United States non-exempt associations are allowed to deduct 
patronage allotments whether paid or withheld. This method seems to be 
administratively feasible under the conditions prevailing in that country. 


SECTION IV 
PROPOSALS MADE TO THE COMMISSION 


Many and various have been the proposals submitted to the Commission. 
Some of these merit fuller consideration and comment: 

(1) That section 4 (p) be broadened beyond tts present limits to enlarge 
the exemptive features thereof. We have already indicated our reasons for 
opposing the general exemption of co-operative associations. 
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(2) That co-operative associations be taxed only on their investment income 
and such part of their trading surplus as arises from non-member business. This 
proposal rests on the “‘mutuality” argument. As we have already pointed out, 
we take the position that the whole of the income of the members and the 
association is taxable income either of the members, or of the association, 
or both. Consumer associations represent, in Canada, only a relatively un- 
important exception to this general principle. 

(3) That the associations be taxed just as an ordinary company. We accept 
the general principle involved, but since the associations do not conduct their 
affairs in just the same way as an ordinary company, this proposal must be 
excluded. It falls far short of solving our problems. 


(4) That in difficult cases the Minister be given power to determine the income 
of the association. While in tax matters the administration must be given 
certain discretionary powers, we regard this proposal as tending to impose an 
unduly heavy burden on administrative officials. 

(5) That a special tax be imposed on co-operative associations on some basis 
other than income. Our mission, however, is confined to income and excess 
profits taxes. A majority of the commissioners takes the view that these 
suggested imposts would not be such. 

(6) That interest at a reasonable rate on non-interest bearing investments of 
members be imputed as part of the income of the association. We have taken 
the view that such imputation is to be avoided if at all possible. 


(7) That the British system of taxing co-operative associations be applied, 
patronage dividends being allowed as a deduction. We are to some extent in 
sympathy with this suggestion but the practices of Canadian co-operative 
associations differ considerably from those prevalent in Britain. 


(8) That co-operative associations be allowed to deduct distributions made in 
proportion to patronage and that their direct competitors be allowed to deduct div- 
dends paid to their shareholders. We consider that the last part of this proposal 
would give rise to greater inequalities as between different companies than any 
it would correct. If it were adopted, competitors of the direct competitors of 
the association might, with some reason, demand that the same privilege be 
extended to them. Wecansee no definite and equitable end to this process. 


(9) One of the proposals made to us was that section 4 (p) of the Income 

war Tax Act be repealed. If this were done, all co-operative associations would 
be taxed on whatever taxable income they might have and the responsibility of 
determining if they had taxable income and the amount thereof would rest 
upon those whose duty it was to administer the Act. The difficulty in deter- 
mining the amount of such taxable income in cases not coming within the pur- 
view of section 4 (p), and the further difficulty of construing the section in order 
to ascertain whether any particular co-operative association came within its 
provisions or not, has given rise, as we understand it, to much of the uncertain- 
ties in administration referred to in Order-in-Council No. 8725. We venture, 
therefore, to discuss this proposal in greater detail, in the light of advice fur- 
nished the Commission. 
_ . We are advised that section 4 (p) was inserted in the Income War Tax Act 
in its present form by section 2 of chapter 24 of the Statutes of 1930 (assented 
to on May 30, 1930), and has remained unamended since that time. During 
the two years immediately preceding the enactment of this section, the two 
decisions above referred to had been rendered by the Supreme Court of Ca- 
nada, each dealing with the question as to whether certain monies received by 
co-operative associations was chargeable to income tax in the hands of the 
associations concerned. The contention was advanced before us that the sec- 
tion in question was enacted as a result of one or both of these decisions. 
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Section 4, enacts that “the following income shall not be liable to taxation”. 
2 era specified in paragraphs (a) to (y) arethen listed. Subsection (p) thereof 
is as follows: 


“(p) The income of farmers’, dairymen’s, livestockmen’s, fruit growers’, poultry- 
men’s, fishermen’s and other like co-operative companies and associations, 
whether with or without share capital, organized and operated on a co- 
operative basis, which organizations 


(a) market the products of the members or shareholders of such co- 
operative organizations under an obligation to pay to them the 
proceeds from the sales on the basis of quantity and quality, less 
necessary expenses and reserves; 


(b) purchase supplies and equipment for the use of such members under 
an obligation to turn such supplies and equipment over to them at 
cost, plus necessary expenses and reserves. 


Such companies and associations may market the produce of, or pur- 
chase supplies and equipment for non-members of the company or asso- 
ciation provided the value thereof does not exceed twenty per centum of 
the value of. produce, supplies or equipment marketed or purchased for 
the members or shareholders. 

This exemption shall extend to companies and associations owned or 
controlled by such co-operative companies and associations and organized 
for the purpose of financing their operations.” 


It is to be noted that section 4 is not properly an “exempting”’ section, as it is 
frequently called; it is what may be called a “non-liability’’ or exceptive 
section, declaring that certain incomes and the entire income of certain persons 
“Shall not be liable to taxation’”’. The “exemption” provisions of the Act are 
contained in section 5. ) 


* Who are the ‘‘persons’’ then, whose income is declared by section 4 (p) 


not liable to taxation? First, they are certain ‘‘companies and associations”’, 


but not all companies and associations. Those only can qualify for the benefits 
conferred by the section which have the following characteristics: 

(a) they must be co-operative companies or associations; 

(b) they must be organized and operated on a co-operative basis; 

(c) they must be either a farmers’ or a dairymen’s, or a livestockmen’s, or a 
fruit growers’, or a poultrymen’s, or a fishermen’s co-operative associa- 
tion, or other like co-operative associations. 

(d) they must be engaged in the business and on the terms mentioned 
in clause (a) or (b) under an obligation to make certain returns to their 
ere f and h lies for non 

market the produce of and purchase supplies 

is te egett ila the earte thereof does not exceed 20% of the value 
of produce and supplies marketed and purchased for members. 


The first difficulty encountered in construing this section is to under- 
stand to what the word “like” refers. It was suggested to ts that it was used 
as an adverb and modified the words “organized and operated”’, i.e., to com- 
panies and associations organized on a like basis, that is, the co-operative basis. 
Contra, it was urged that it was used as an adjective and qualified ‘‘co-opera- 
tive companies and associations” and limited those whose income was declared 
“shall not be liable to taxation’’, to such whose business and/or members was 
like that of farmers, dairymen, livestockmen, fruit growers, poultrymen, or 
fishermen. In the light of this doubt, the section can scarcely stand as it is. 
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Difficulty arises also as to the meaning to be ascribed to the words ‘‘co-oper- 
ative’? and “organized and operated on a co-operative basis’. There is no 
definition of these terms in the Act. No unanimity was evident among the 
many persons who appeared before us as to what these terms mean. 

Differences of opinion arose as to the meaning of the phrase “‘market the 
products’. Competitors of co-operators contended that the phrase was re- 
strictive and that a company or association which engaged in processing or 
manufacturing their members’ products and selling the processed or manufactured 
article were not engaged when so doing in marketing their members’ products, 
and that those whose main business or a substantial part thereof consisted in 
processing and marketing the processed article could not be said to be within 
the section. On the other hand, it was argued that the point was of no impor- 
tance. 

Doubt was also expressed concerning the meaning of the term ‘“‘obliga- 
tion’. Some contended that the term must be interpreted to mean a legal 
contract, definite as to time and amount, and strictly enforceable. Others 
contended that the term should be considered to refer to the sort of obligation 
typically imposed on the associations by the statutes under which they operate 
the agreements made with their members whether written. or implied by usage. 


Another uncertainty in applying the section as it stands, centers around the 
words ‘‘members”’ and “‘non-members’’, particularly as they relate to the “20%” 
clause so-called. We found that some associations treated and recognized 
every patron or customer as a member, with no qualification for membership 
required other than that he be a patron or customer. 


The last clause of the section, viz. ‘‘This exemption shall extend to com- 
panies and associations owned or controlled by such co-operative associations 
and organized for the purpose of financing their operations” is difficult to con- 
strue and apply for two reasons. First, what does ‘‘this exemption” mean ? 
As already stated section 4 subsection (p) is not an ‘“‘exempting”’ section. It 
is a section declaring that the incomes of certain specified persons and certain 
income are not to be liable to taxation. Second, what is the meaning of the 
words “‘organized for the purpose of financing their operations’? We found 
in a considerable number of cases, that companies and associations had caused 
to be organized subsidiary corporations, wholly owned and managed by them. 
It was difficult to understand how they were financing the operations of the 
co-operative associations. 


As a result of the ambiguities of language and the difficulty of adminis- 
tering the section, and because we are of the opinion there is no general class 
or group of co-operative associations in Canada today whose income should 
be declared not to be liable to taxation, we are of the opinion that the section 
in its present form cannot survive the attacks made upon it. 


In suggesting the repeal of section 4 (p) of the Income War Tax Act, 
we do so in the consciousness that enterprises which are truly co-operative in 
organization and operation have no need of the exceptive provisions thereof. 
If they make no profit they are not taxable. Those associations which do not 
so qualify, for reasons which we have detailed, should not be accorded a blanket 
exemption to which they are not otherwise entitled. It may be said that the 
term ‘co-operative’ is nowhere defined in the statute. That is quite true 
and, indeed, it would be an almost insuperable task to devise a definition 
which, having regard to original principles on the one hand, and present day 
practices on the other, would do justice to the subject. In our view, it is 
sufficient to say that associations which have been constituted under provincial 
laws and are there recognized as co-operatives, have thus been accorded a 
status and designation which is quite sufficient for tax purposes. 
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(10) In many of their submissions, representatives of ordinary companies 
argued that the taxation of the whole corporate income, taken together with 
the taxation of dividends when received by shareholders constituted unjust 
double taxation, and urged that the Commission recommend a change in general 
tax policy to bring about some alleviation of this alleged hardship. The 
majority of the Commission take the position that our recommendation in 
this respect must be confined to the suggestion that when a general revision 
of the Canadian tax structure is under consideration, the contention in question 
be thoroughly investigated. 


(11) One proposal made to us was that any recommendations for taxing 
co-operative associations should apply retroactively. Were it not that this 
point was pressed upon us with some insistence, we would pass it in silence. 
We do not regard it as any part of our function to make any recommendations 
which, if enacted into law, would affect the rights or obligations of taxpayers 
under the existing law. It is the duty of those charged with the responsibility 
of administering the Act to apply its provisions as they understand them. 
If doubt or uncertainty arises, the Courts are always available both to the tax- 
payer and to the Crown to establish their respective rights and obligations. 
Having regard, however, to the ambiguities contained in section 4 (p) of the 
Income War Tax Act and the resulting, (though understandable) hesitant 
administrative practice in applying it, we are of the opinion that co-operative 
associations have so conducted their affairs that great hardship would result 
should our recommendations be made to apply retroactively. We also feel 
that many of them would be prejudicially affected if the existing law should 
be interpreted so as to make them liable for payment of taxes for the period 
subsequent to the enactment of section 4 (p). Believing as they did, and not 
discouraged in that belief by the administrative attitude, we venture the hope 
that those co-operative associations which have, in good faith, conducted 
their affairs in the light of a possible, even plausible, construction of the section 
in question will be accorded relief from payment of taxes on patronage dividends 
actually or constructively paid to their members or customers, since the enact- 
ment of section 4 (p). 


SECTION V 


CONCLUSIONS AND RECOMMENDATIONS 


In the light of the observations advanced in the last two sections, we have 
scrutinized the various items in the accounts of the co-operative associations 
with a view to determining which items may reasonably be considered the 
income of the association; which items should be taxed only as income of the 
members; and which should be taxed as income of the association and also of 
the members when distributed to them. The position of some of these amounts 
is clear; the position as to others has been called into question. 

Interest on a loan to or other investment in, the association with a fixed 
date of maturity, should be deductible as an expense of the association, provided 
that it can be exacted annually at the rate fixed when the loan or investment 
was made. It should be treated as income of the member when he receives it. 
Loans or investments in the association which the member is entitled to with- 
draw on reasonable notice resemble notice deposits. Interest on such loans, 
investments or deposits should be treated asa deductible expense of the asso- 
ciation if paid at a rate specified in advance, even though the association may 
from time to time change such rate. These payments should be treated as 
part of the income of the member when he receives them. 
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However, ‘‘interest’’ or dividends which are declared by the association 
after the close of its fiscal period at varying rates, or only if earned, should not 
be treated as a deductible expense of the association. Such payments resemble 
closely a distribution of the profits of the association. Even though the rate 
be fixed in advance, we consider that such payments should not be treated as 
a deductible expense of the association if the principal amount has no definite 
maturity date and is not withdrawable by the member on reasonable notice. 
Such amounts should be taxed also as income of the member when he receives 
them. 

Payments made in cash by the members in the purchase of shares, loan 
units, membership fees, or other similar equities are manifestly not part of the 
income of the association. Similarly deductions from the gross proceeds of the 
sale of a member’s products which the association is authorized to retain as a 
loan or apply to the payments of share capital or other equity in the association, 
for which the member has subscribed, or is obligated to subscribe, are not part 
of the income of the association. However, the latter should be included as 
part of the taxable income of the member when they are deducted and applied. 

Where the contract or the bylaws provide that in addition to deducting 
these capital contributions, if any, deductions shall be made from the gross 
proceeds of sale of the members’ products to cover operating expenses or 
handling costs, the actual expenses incurred by the association in this connection 
are, of course, deductible for income tax purposes; but any difference between 
the deduction thus made and the expenses actually incurred should be treated 
in the same way and subject to the same deductions as the ordinary surplus 
of an association. 

There remain for consideration the great variety of payments and allot- 
ments made from the gross revenue of the association and its members in pro- 
portion to patronage. We take the general position that such of these amounts 
as are made readily available to the members or customers should be con- 
sidered income of the members or customers and not of the association. 

However, the meaning of “‘readily available’ requires clarification. It is 
intended to include patronage payments in cash before or shortly after the end 
of the fiscal period; applications of such patronage allotments to payments for 
share capital or investments for which the member has subscribed, or which 
he is under an obligation to make. In addition, it is intended to include 
allotments credited to the member in such a way that he can withdraw them 
on giving reasonable notice of his intentionso todo. Such payments or credits 
in proportion to patronage, when made by marketing or farm supply associ- 
ations, clearly add to the member’s or customer’s income and should be taxable 
in his hands, when paid or credited to him. However, patronage payments 
or credits for consumers goods should not bereported by the member or customer 
as a part of his income for tax purposes, unless they enter into his trading ac- 
count. 

On the other hand, the remainder of the surplus of the association, or the 
remainder of the excess of deductions made to cover operating costs over the 
costs actually incurred, should be subject to tax as income of the association. 
This remainder, retained by the association, may remain on its books as undis- 
tributed surplus or be carried to unallocated reserves (not including valuation 
reserves), or it may be credited to the accounts of the members, but in such a 
way that they cannot, as individuals, withdraw the amounts in question on 
giving reasonable notice, even when shown on the balance sheet as “accounts 
payable” or ‘‘allocated reserves” or “deferred dividends”’. 

These patronage allotments which the members cannot withdraw on 
giving reasonable notice, then, should not be allowed as a deductible expense 
of the association when earned. However, if they are later paid or rendered 
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available to the members, they should be deducted from the income of the asso- 
ciation in the year when they are paid or made available and should be treated 
as taxable income of the member when made available to him. ; 

It will be observed that we make a distinction between patronage credits 
and other sums which are not made available to the member and those which 
he can withdraw on giving reasonable notice. With respect to the latter 
amounts, the directors, of course, may be given reasonable powers to protect 
the association in case of a general run on withdrawable funds. The exercise 
ofsuch powers will not prevent withdrawal, except to the extent necessary 
to protect the members’ equities. Attention is called to the regulations 
governing British Co-operative Societies as set forth in Appendix D. In that 
country, the bylaws of the societies provide for reasonable notice of large with- 
drawals. Except with the consent of the directors not more than 10% of the 
shares outstanding may be purchased or withdrawn in any one year. Moreover, 
the directors are permitted, temporarily, to suspend redemption of shares in 
periods of crisis. In practice, however, both share and loan capital are readily 
withdrawable. 

We are also of the opinion that where ordinary companies, partnerships or 
individual business enterprises hold forth, to their customers, that they will 
distribute among them on a patronage basis a portion of the surplus earnings, 
they should be allowed to deduct such payments before arriving at taxable 
income. 

To avoid discrimination, the patronage payment made by a co-operative 
association or ordinary business should be made at the same rate to all cus- 
tomers, whether members or not, for the same class or type of goods or serv- 
ices. This would not prevent variation in the rates for different classes or 
types of goods or services, provided all customers are treated equally for the 
same class or type. 

It has been pointed out to us on numerous occasions that co-operative 
associations are difficult to organize and that their rate of mortality is high, 
especially in their earlier years. They are not in a position to attract capital 
for investment purposes, except in small amounts. Moreover, they are apt 
to find it difficult to finance the employment of the necessary managerial per- 
sonnel. In addition, there isa pronounced tendency to organize co-operatives 
in times of economic stress. We are, therefore, of the opinion that in the 
public interest, co-operative associations, upon consent of the Minister, should 
be exempt entirely from income tax during the first few years of their operation. 

The foregoing recommendations apply to all types of co-operative asso- 
ciations and businesses, whether their members or customers are individuals or 
associations, and without respect to the kind of business in which they are 
engaged. However, a few types require special treatment. 

Some local community halls are incorporated as co-operative associations. 
Typically they are forbidden to make any payments to their members in cash 
and any proceeds of their operation on winding up must be spent for community 
or charitable purposes. These associations, it appears to us, fall clearly within 
section 4 (h) of the Income War Tax Act. . 

Co-operative telephone associations and co-operative associations engaged 
in the local distribution of electrical power or in operating local telephone 
systems usually have no direct competitors and, in many parts of the Dominion, 
obviously are alternative to municipal or provincial institutions. If these serv- 
ices were provided by governments, no taxes would be paid. We recommend 
that they should remain exempt. | A. 

Some associations have been formed to provide economical housing facilities 
for their members. These projects, we believe, are sufficiently similar in pur- 
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pose and operation to the organizations whose income is excepted by section 4 
paragraph (y) of the Income War Tax Act that they should be included in the 
scope of this paragraph. . 

The income of co-operative associations formed exclusively to finance or 
provide medical and hospital services should also be excepted. 

We are of the opinion that the amounts which an association or other 
business are permitted to deduct in computing their taxable income (except 
patronage dividends on consumer goods) should be included in the income 
of the recipient for the period during which they are paid or credited to him. 
To facilitate administration, we recommend that the Minister be given the 
power to require such annual returns as may be considered desirable. 

Though our recommendations have been concerned primarily with the 
position of co-operative associations and their competitors under the Income 
War Tax Act, we are aware that the associations, when made subject to tax 
under that Act, will automatically be assessable to tax under the Excess Profits 
Tax as well. 


SECTION VI 
SUMMARY OF RECOMMENDATIONS 


(In this section the word ‘‘customer’’ shall be deemed to include shippers and 
suppliers as well as purchasers where the context requires.) 


(1) That section 4, paragraph (p), of the Income War Tax Act be repealed. 


(2) That the Income War Tax Act and The Excess Profits Tax Act be amended 
to provide for the taxation of co-operative associations and organizations on 
the same basis as other persons in accordance with the recommendations 
which follow. 


(3) That co-operative associations and organizations, Joint stock companies, 
partnerships, and other bodies and. persons shall be allowed to deduct, in 
computing taxable income, such amounts as patronage bonuses, patronage 
dividends, refunds of excess handling charges, discounts, rebates and other 
similar amounts which are paid or credited to their customers, in proportion 
to the quantity, quality or value of goods acquired, marketed, or sold or.serv- 
ices rendered; provided that: 


(a) such amounts are paid in cash or its equivalent within six months 
after the annual meeting of the relevant fiscal period of the associa- 
tion, organization or company and within six months after the end of 
the relevant fiscal period of other businesses; or alternatively, that 
they are credited within the same period to each customer and exigi- 
ble by him on giving such notice as may be deemed reasonable. 
(Appendix D). 

the statute or statutes under which any such co-operative association 
or organization is incorporated or registered, or its bylaws, or a con- 
tract with its customers, hold forth the prospect that payments will 
be made in proportion to patronage. 


(c) the company or other person holds forth the prospect to customers 
that payments will be made in proportion to patronage. 

(d) payments in proportion to patronage shall be at the same rate to all 
customers with respect to the same type or class of commodities, 
goods or services, with allowance for differentiation in class, grade or 
quality where appropriate. 


(b 


S| 
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(4) That deductions from the gross proceeds of a customer’s products be ex- 
cluded from the income of the association, organization or other business, if 
applied against an obligation incurred by such customer to purchase shares, or 
to make other investment in the association; or if credited to the customer, and 
exigible by him on giving such notice as may be deemed reasonable. (Ap- 
pendix D). 


(5) That amounts credited in proportion to patronage and deductions from the 
gross proceeds of sale of the customer’s products, which were not deductible 
for tax purposes when credited or deducted shall, nevertheless, be allowed as 
a deduction in the period during which they are paid to the customers. 
(6) (a) That interest, on any form of investment in, or loan to, the association 
or other taxpayer having a fixed date of maturity, be allowed as a deduction, 
provided such interest is exigible annually by the claimant or creditor at the 
rate fixed at the time such investment or loan was made. 

(b) That interest, on any form of investment or loan which is withdrawable 
on giving such notice as may be deemed reasonable (Appendix D), be allowed 
as a deduction if exigible by the claimant or creditor at a rate fixed in advance. 


(7) That a newly formed association which obtains incorporation or registra- 
tion under provincial co-operative legislation, or is incorporated as a co-opera- 
tive under Dominion authority, for the purpose of producing and/or marketing 
natural products of its members or customers and/or of purchasing supplies, 
equipment, household necessities or services, for its members or customers 
and which is not owned or controlled, directly or indirectly, by an existing 
association, or a group of existing associations, shall, with the consent of the 
Minister, be exempt from income tax for its first three fiscal periods following 
the commencement of operations. An association claiming such relief should, 
nevertheless, be required to file annual returns in accordance with Part V of 
the Income War Tax Act in such form as may be determined by the Minister. 


(8) That section 4, paragraph (y) of the Income War Tax Act be amended, 
if necessary, to include associations incorporated or registered under provin- 
cial co-operative legislation for providing co-operative housing service. 

(9) That associations incorporated or registered under provincial co-operative 
legislation, or incorporated as a co-operative under Dominion authority, for 
the purpose of providing telephone services, distribution of electric power, or 
medical and hospital services, be exempt from income and excess profits taxes. 


(10) That the Minister be given power to require all persons to make such 
annual returns of “patronage dividends” declared, or “deductions made, as 


may be deemed desirable. 
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PART II 
Credit Unions 


Information furnished to the Commission makes it clear that co-operative 
societies organized for the purpose of accepting the savings of their members 
in the form of shares and deposits and for providing a source of credit for their 
members form an important and a rapidly expanding part of Canadian c0-oper- 
ative development. In Quebec such societies are called ‘Caisses Populaires’, 
and in other provinces they are known as ‘Credit Unions’. There are also 
- regional and provincial federations of these societies organized either for the 
purpose of serving as a medium for deposit of surplus funds by member units 
and as a source of credit for them or to provide inspection or educational serv- 
ices. 

An account of the development of credit unions and the more detailed 
information concerning them is found in Appendix E. 

The operating practices of credit unions and the statutes relating to them 
are fairly uniform. This uniformity is in contrast to the considerable variety 
in practices and legislation respecting purchasing and marketing co-operative 
associations. It is attributable, in the first place, to the fact that credit unions 
are engaged in furnishing one type of service only, namely, the receipt of money 
and the providing of credit, while other co-operative bodies are organized to 
sell or to buy a large variety of goods and services. In the second place, the 
enactment of credit union legislation did not become general, and credit unions 
did not develop extensively in provinces outside of Quebec, until after thirty 
years of experience in that province. This experience had demonstrated the 
need for careful supervision and inspection of credit unions and this was sub- 
sequently provided for in credit union legislation in every province. 


TYPES OF CREDIT ; UNION 


The membership of a credit union is limited by its bylaws to persons 
having some well defined bond of occupation or association or residence. 
Co-operative credit societies accordingly may be classified as follows: 


(a) Rural Credit Unions. Of the credit unions operating in Canada in 1948, 
57% were rural credit unions, organized for the most part within the 
boundaries of a well defined local rural district. Their members may 
include residents of a village and farmers in the surrounding trading area. 
In Quebec particularly, the rural parish is the basis of membership. 


(b) Urban Credit Unions. These made up the remaining 43 per cent of the total 
number of credit unions in 1943. Their membership is composed exclu- 
sively of village residents or of well defined occupational, associational or 
parish groups in towns or cities. 

(c) Federations of Credit Unions. The object of these federations is to accept 
surplus funds of member credit unions and to make loans to credit unions 
which are members. They function thus to some extent as central credit 
unions or banks for their members. The Caisses Centrales of Quebec are 
examples of this type of organization. There are also federations com- 
prised not only of credit unions but also of other incorporated co-operatives. 
These federations perform the functions of central credit unions for their 
membership, as for example the Saskatchewan Co-operative Credit So- 
ciety. There are, in addition, federations organized exclusively for educa- 
tional, accounting, inspection and other services for credit unions not related 
to money transactions. La Fédération des Caisses Populaires Desjardins 
in Quebec and the Credit Union Federation of Saskatchewan are organiza- 
tions of this type. 
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ORGANIZATION AND OPERATION 


Credit Union legislation requires that from 7 to 20 people sign an applica- 
tion for incorporation, the minimum number of incorporators varying in accord- 
ance with statutes of the different provinces. Shares are valued at $5.00 or 
$10.00 each and the capital is usually unlimited in amount. An entrance fee 
may be charged, this being usually stated by bylaw, but is seldom more than 
25 cents. The field of membership prescribing the tie of association, occupa- 
tion or residence of the prospective members must be stated in the bylaws. 
The legislation usually states that the objects and powers of a credit union 
should be ‘‘The provision of thrift among its members and the creation of a 
source of credit for its members, at legitimate rates of interest, exclusively for 
provident and productive purposes’. The statutory powers typically granted 
a credit union are set forth in Appendix E. In all Credit Union Acts, it is pro- 
vided that other credit unions and sometimes other co-operatives or corpora- 
tions may be members. A credit union is a limited liability company and in 
most provinces the legislation provides that the word “‘limited” shall form a 
part of the registered name. 

Certain operating principles are also specified in all credit union legislation. 
Each member has only one vote. The rate of interest on loans must not exceed 
one per cent per month on the unpaid balance. In practice, the rate may be 
varied below this maximum, depending on whether the loans are made to farmers 
or on mortgage, etc. While a credit union may own land for its purpose the 
maximum value of such land is usually limited to $5,000. A eredit union has 
the usual powers to take security in connection with all loans, and the amount 
which may be loaned with or without security is usually limited by legislation. 
The amount which may be borrowed by the credit union is related to the amount 
of the capital in such proportion as is usually specified by legislation. A char- 
acteristic feature of all credit union legislation is that loans can be made to 
members only. The right of directors or other officers to borrow from the 
credit union is subject to certain statutory restrictions. The payment of in- 
terest on deposits, at such rates and at such times as may be specified in the 
bylaws, is provided for. No director or other official except the secretary- 
treasurer or manager and asistants, if any, are permitted to receive any remu- 
neration for their services. It follows from this that much of the administra- 
tive work in connection with a credit union is done free of charge. 

Shares and deposits in a credit union may be withdrawn at such notice 
as shall be prescribed in the bylaws, or such additional notice as may be ap- 
proved by the registrar or other government official entrusted with the admin- 
istration of credit union legislation. Usually a longer notice of withdrawal 
may be required with respect to shares. In practice, however, a member who 
has funds with his credit union in the form of shares or deposits, can withdraw 
these at any time. 


The revenue of a typical credit union will include the following: 

(a) Interest on loans to members. 

(b) Entrance fees—transferred to reserve. 

(c) Fines levied, if any—transferred to reserve. 

(d) Interest on government or other securities. 

(e) Interest and/or dividends from investments or deposits with other 
credit unions or federations thereof, etc. 


The expenses of a typical credit union include the following: 


(a) Officers’ salaries, which are limited to the manager or secretary-treasurer and 
assistants, if any; 
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(b) Ordinary operating expenses, including rent, light, heat, postage and 
excise, Stationery and supplies, advertising, etc. 

(ec) Bond premiums—fidelity. 

(d) Loan insurance. 

(e) Annual dues for membership in federation, if any. 

(f) Depreciation of fixed assets. The amount which can be invested in land 
is limited by most provincial legislation. 

(g) Taxes. Some provinces exempt, by legislation, the property of credit 
unions from assessment for municipal taxation. 

(h) Interest paid on borrowed money. 

(7) Interest paid on deposits. 

(7) Organization expenses. 


The surplus earnings of a credit union are divided as follows: 


(a) An amount usually of not less than 20 per cent, is set aside as a reserve 
against bad loans or losses and may not be used for other purposes except 
on liquidation. 


(b) An amount, usually not exceeding 5 per cent, may be reserved for educa- 
tional or community purposes. 


(c) Subject to the approval of the annual meeting, dividends on shares of not 
more than 5 or 6 per cent at the most, may be declared. 


(d) A borrower refund or patronage dividend may be returned to the borrower 
in proportion to the amount of the interest paid by him on his loan. Not 
all credit unions make a refund to borrowers, but the practice is becoming 
more common. 


Interest is paid by credit unions on deposits at rates varying from 1 to 24% 
per cent, while share dividends range from 1 to 5 per cent, 3 per cent being a 
common rate. With regard to interest charged on loans, the practice appears 
to be to charge the maximum to start with, and gradually lower the rate as 
the capital funds and volume of business increases. Credit unions, amongst 
occupational groups, may charge 1 per cent per month on the unpaid balance, 
while rural groups may charge from 6 to 8 per cent per annum. The rate on 
mortgage loans may be 4 or 5 per cent. As the earnings of credit unions in- 
crease, the policy seems to be to lower rates on loans and in many instances to 
make patronage refunds to borrowers, as well as to pay only a moderate divi- 
dend on shares and a reasonable rate of interest on deposits. 


In each credit union there are three committees whose functions are de- 
scribed in Appendix E. Credit Unions in the past have had very low loss ratios. 
Witnesses attributed this circumstance in part, at least, to the fact that credit 
unions are organized on a community or group basis. It is relatively easy to 
select the members carefully, and each borrower is influenced by his desire to 
keep faith with his friends and neighbours, who comprise the membership, to 
repay the loan if at all possible. 


PRESENT TAX POSITION OF CREDIT UNIONS 


There are two sections in the Income War Tax Act which affect credit 
unions, namely : ; 
(a) Section 4 (q), which excepts from taxation “The income of any banking 

institution organized under co-operative provincial legislation which 

derives its revenue from loans made primarily to members residing within 
the territorial limits within the province to which the institution 1s res- 
tricted for carrying on its business” ; 
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(b) Section 92 (1), which provides that any person shall deduct at the source 
an amount equal to seven per cent from 
‘“ (7) any amount as interest pursuant to the provisions of a fully re- 
gistered bond, debenture or other similar obligation, or 
(77) any amount by way of dividend in respect of any share or stock.” 


At the time section 4 (gq) was enacted, credit union development was chiefly 
in Quebec, where credit unions were known as ‘‘peoples banks’’, and this prob- 
ably explains the use of the term ‘‘banking institution’’. In practice, credit 
unions and federations comprised of credit unions and co-operatives have been 
regarded as coming within the provisions of paragraph (q). 


CONSIDERATIONS AND ARGUMENTS 


A great deal of evidence was submitted regarding the rather specialized 
services which credit unions can and do render to their members. It was 
contended that the credit union form of activity was of special assistance to 
the members for the following reasons: 


(a) It provides a method whereby people in poor circumstances are encour- 
aged to develop a habit of thrift, since by pooling their savings they can 
provide a source of credit for themselves in times of need; 


(b) The bond of association, occupation or other community interest on which 
the membership of credit unions is based tends to minimize the element 
of risk which has to be considered by another type of lending institution 
when considering an application for a loan from an individual with little 
or no collateral security; 


(c) Accordingly, it provides a service for those who are either not provided 
with credit services from other lending institutions at all, or only at much 
higher rates because of the risks involved. 


(d) The tangible material and other benefits which can be derived through the 
credit union form of activity enable and encourage the members to solve 
their problems through self help rather than by relying on Government 
aid in times of emergency or depressed conditions. 


No submissions were made to the Commission from business interests 
expressing opposition to credit unions or claiming that credit unions should 
be taxed on the ground that they are competing with other types of business 
enterprise. The contention was advanced, however, that no business enter- 
prise should be entitled to exemption and that no exception should be made 
in the case of credit unions or federations thereof. 

We are satisfied that credit unions perform a highly useful function in 
assisting people who are unable to take effective advantage of savings and loan 
facilities provided by other lending institutions. We are also satisfied that 
credit unions are not displacing any other type of business enterprise, except 
to provide an alternative source of loans in a field where individual money 
lenders or lending institutions do not provide similar credit facilities at com- 
parable net rates. It is clear, therefore, that unions provide a useful supple- 
ment to other lending institutions and that the continued development of 
credit unions is desirable from the standpoint of the public interest. 

Credit unions return to their members a very high proportion of their 
surplus earnings. In some cases, however, they are retaining amounts which 
appear to be larger than are required for reserves against bad loans and losses 
on the basis of past experience. If they were to be taxed by the methods we 
have recommended for co-operative associations, additions to these excess 
reserves would be made subject to tax. However, the individual amounts to 
be assessed would, in many cases, be very small. Moreover, we consider that 
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it is not desirable to discourage the accumulation of reserves to protect the 
savings of members who, for the most part, receive small or very moderate 
incomes. 

It will be observed that in order to come within the provisions of section 4 
(q), an institution must derive its revenues from loans made primarily to mem- 
bers. We are of the opinion that a reasonable interpretation of the terms 
“primarily from loans made to members” does not debar a credit union from 
investing a portion of its funds in Government or other securities rather than 
to have them lie idle. One of the main objectives of a credit union is the 
encouragement of thrift. To achieve this purpose the credit union must be 
able to attract funds by paying a rate which will encourage its members to 
accumulate savings. 

It was pointed out to us that during the war, the proportion of credit 
union funds invested in government securities was larger and the proportion 
used to make loans to members smaller, than normal. This circumstance was 
attributed to the current shortages of durable equipment and consumer goods, 
and to the members’ response to the government’s requests to curtail spending. 
We are satisfied that as conditions return to normal, a larger portion of the 
funds of credit unions will be loaned to members. The present abnormal 
situation should not be considered as affecting the position of credit unions 
where exemption is claimed on the ground that it is a banking institution 
which derives its revenues from loans made primarily to members. 

With regard to section 92, evidence was presented to the Commission that 
deduction of the tax of 7 per cent from share dividends at the source have been 
required in at least one province, but that in other provinces the policy has 
been to relieve credit union officers of this duty. It was argued, and with some 
justice, that dividends paid on withdrawable shares were similar to interest 
payments on bank deposits and should therefore not be subject to deduction 
at the source. We are inclined to the opinion that, in view of the administra- 
tive work involved, it would be better to exclude credit union share dividends 
from deduction at the source, under section 92, and to require the unions to 
report to the Department of National Revenue all payments of dividends or 
interest in excess of such minimum amout as may be desirable from the stand- 
point of administration. 


SUMMARY OF RECOMMENDATIONS REGARDING CREDIT UNIONS 


1. That the income of credit unions or Caisses Populaires continue to be ex- 
cepted from taxation under section 4, paragraph (q) of the Income War Tax 
Act. 
2. That section 4 (q) of the Income War Tax Act be amended to make it 
clear: 
(a) that it includes federations whose membership may comprise other credit 
unions, co-operative associations, parishes, school districts and other simi- 
lar bodies. 
(b) that organizations excepted thereunder must derive their revenues pri- 
marily from loans made to members. 
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PART III 
Mutual Insurance Organizations 


We were also directed to enquire into the application of income and profits 
tax measures to organizations formed and operated on a ‘“‘mutual basis’’—and 
into the comparative position in relation to taxation of persons engaged in 
business in direct competition with mutuals. Accordingly, a number of briefs 
were filed and witnesses representing mutual fire insurance companies of dif- 
ferent types, as well as representatives of joint stock insurance companies 
engaged in fire, automobile and casualty insurance, appeared before the Com- 
mission. Representatives of agents of fire insurance companies were also heard. 
We were not directed to make any enquiry respecting life or marine insurance 
companies, mutual or otherwise, and hence representations were not made by 
these organizations. 

Reference has already been made in Part I of this Report to certain sec- 
tions of the Income War Tax Act and Excess Profits Tax Act, 1940, which 
are relevant to the discussion of co-operatives. The following sections of 
various legislation are of special significance in the discussion of mutual insur- 
ance activities and organizations. Section 4 of the Income War Tax Act 
provides that the following shall not be liable to taxation: 


“Mutual Corporations”’ 

(g) ‘the income of mutual corporations not having a capital represented by 
shares, no part of the income of which inures to the profit of any member 
thereof, and of life insurance companies except such amount as is credited 
to the shareholder’s account”’ 


‘Farmers’ Associations”’ 
(¢) “the income of such insurance mortgage and loan associations operated 
entirely for the benefit of farmers as are approved by the Minister’ 


Section 4 (p) of the Income War Tax Act, (discussed in Part I) which applies 
to co-operatives engaged in marketing or purchasing activities is also of signif- 
icance in relation to certain co-operative organizations which carry on an in- 
surance business. 


Section 7, paragraph (a), of The Excess Profits Tax Act, 1940, provides 
that the income of organizations exempt under section 4 (g) and 4 (z) of the 
Income War Tax Act as quoted above, shall not be liable to taxation. 

While the Special War Revenue Act is outside our terms of reference, nu- 
merous representations were made with respect to the tax levied on the net 
premiums of fire insurance companies in accordance with the provisions of this 
legislation. For convenience of reference, we reprodute the relevant sections 
of this Act as amended in 1942, chapter 32. 


(2) Paragraph (b) of section thirteen of the said Act, as enacted by section 
one of chapter fifty-four of the statutes of 1932 and amended by sec- 
tion two of chapter fifty of the statutes of 1932-33, is repealed and the 
following substituted therefor :— ae 
“(b) “Company” includes any corporationor any society or association, 

incorporated or unincorporated, or any partnership, or any ex- 
change, or any underwriter, carrying on the business of insurance, 
other than a fraternal benefit society, a corporation transacting 
marine insurance, or a purely mutual corporation in respect of 
any year in which the net premium income in Canada of such 
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mutual corporation is to the extent of not less than fifty per cen- 
tum thereof derived from the insurance of farm property or 
wholly derived from the insurance of churches, schools or other 
religious, educational or charitable institutions;”’ 


4. Paragraph (f) of the said section thirteen is repealed and the following 
alo races therefor :— 


‘“(f) “net premiums” means, in the case of a company transacting 
life insurance, the gross premiums received by the company other 
than the consideration received for annuities, less premiums re- 
turned and less the cash value of dividends paid or credited to 
policyholders; and, in the case of any other company, the gross 
premiums received or receivable by the company or paid or 
payable by the insured less the rebates and return premiums paid 
on the cancellation of policies: Provided that in the case of a 
mutual company which carries on business on the premium de- 
posit plan and in the case of an exchange ‘‘net premiums” means 
the actual net cost of the insurance to the insured during the taxa- 
tion period together with interest on the excess of the premium 
deposit over such net cost at the average rate earned by the com- 
pany on its funds during the said period;” 


5. Section fourteen of the said Act, as enacted by séction one of chapter 
fifty-four of the statutes of 1932, is repealed and the following substi- 
tuted therefor: 


“14. (1) Every company authorized under the laws of the Dominion 
of Canada or of any province thereof, to transact the business of 
insurance, other than an association of persons formed on the plan 
known as Lloyds, a mutual company not carrying on the business 
of life insurance, and an exchange, shall pay to the Minister a tax 
of two per centum upon the net premiums received by it in Ca- 
nada less net premiums paid for reinsurance to companies or 
associations to which this section applies, during the year 1941 
and each calendar year thereafter. r 


(2) Every association of persons formed on the plan known as 
Lloyds, and every mutual company not carrying on the business 
of life insurance and not carrying on business on the premium 
deposit plan, authorized under the laws of the Dominion of 
Canada or of any province thereof, to transact the business of 
insurance, shall pay to the Minister a tax of three per centum 
upon the net premiums received by it in Canada, less net pre- 
miums paid for reinsurance to companies or associations to which 
this section applies, during the year 1941 and each calendar year 
thereafter. 


(3) Every mutual company authorized under the laws of the 
Dominion of Canada or of any province thereof, to transact the 
business of insurance and which carries on business on the pre- 
mium deposit plan and every exchange so authorized shall pay to 
the Minister a tax of four per centum upon the net premiums re- 
ceived by it in Canada during the calendar year 1941 and each 
ealeridar year thereafter. 


In discussing mutual insurance, it may be useful to study the following 
definition found in the Ontario Insurance Act: ‘‘“Mutual Insurance’? means a 
contract of insurance in which the consideration is not fixed or certain at the 
time the contract is made and is to be determined at the termination of the 
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contract according to the experience of the insurers in respect of all similar 
<a whether or not the maximum amount of such consideration is prede- 
termined”’. 


Mutual Organizations of Different Types 


A number of different groups of mutual insurers, including farmers mutuals, 
submitted briefs to the Commission, explaining their methods of operation. 
A brief description of the main groups follows. 

Farmers mutual insurance companies are of special importance in Ontario 
and Quebec. It is interesting to note that legislation to provide for the or- 
ganization of mutual insurers was provided in Quebec as early as 1818. Farm- 
ers mutuals in all provinces operate on the basis of premium notes, subject to 
cash payment and/or assessment. In the Ontario Act, for example, the “sur- 
plus” of a farmers mutual is defined as ‘‘the assets of the insurer other than the 
premiums note residue after deducting therefrom all liabilities of the insurer 
(other than contingent liabilities or unmatured contracts) and the proportion 
of cash payments and instalments thereof paid in advance, applicable to un- 
expired policy contracts calculated as required by subsection 5 of section 73”. 
In the main, the methods of organization and operation of the farmers mutuals 
in Ontario are the same as those of the other provinces. Some indication of 
their importance is found in the fact that 65 Ontario farm mutuals serve 140,000 
rural policyholders, and their total business is about 90 per cent rural. In 
Quebec, according to the evidence presented to the Commission, there are 320 
mutual farmers insurance companies, including county, municipal and parish 
groups, with total insurance written amounting to about $180,000,000. 

Before dealing with other classes of mutual insurers, certain other features 
which tend to distinguish farmers mutuals should be borne in mind. They 
specialize in farm risks, a field in which joint stock companies are not active to 
any great extent. Furthermore, these groups, as shown by provincial sta- 
tistics, are economical in operation. Their local character gives the officials a 
special opportunity of appraising farm risks, as they know the properties they 
are insuring and the people they are dealing with. Further, from the evidence 
submitted, it appears that statutory safeguards with respect to minimum rates 
and maximum risks are being carefully followed. In short, the farmers mutual 
appears to meet a need which is not met to the same extent by other types of 
‘insurers. ; 
Other mutual fire insurance groups also specializing to a considerable extent 
in farm risks have a large membership, in contrast with the local farm mutuals. 
These include the ‘(Cash Mutuals’, which commenced operations on the pre- 
mium note basis, but are now operating on the cash premium basis as well. 
Mutuals operating on both the cash premium and the premium note plan are 
of special importance in Ontario, and in Western Canada, insuring a large 
number of farmers. It was also submitted that in addition to farm risks, a 
large number of village and other risks have been insured by these and other 
farm mutuals, where municipal or other fire fighting facilities are not available. 
In some cases, these mutuals have entered the easualty insurance field, as well 
as the urban insurance field in connection with both residential and commer- 
cial property. Four farm cash mutuals in Ontario made submissions to the 
Commission. These bodies are incorporated under the Ontario Insurance 
Act. 

The four cash mutuals in question contended that departure from the 
premium note system was made necessary to counteract the criticism by joint 
stock companies that the liability of the policyholder in a mutual company 
was never fixed, but was undetermined and unlimited, and that in consequence, 
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a mutual policy gave little security. For this reason it was considered desirable 
to give the insurer a choice between the cash premium and the premium note 
mode of insurance, with the result that a considerable proportion of the busi- 
ness of Canadian mutual fire insurance companies, apart from the regular 
farmers mutuals, has been developed on the cash premium basis. Another 
contention advanced by the cash mutuals was that while they tended to give 
their policyholders the benefit of lower rates rather than cash dividends, it 
was of special importance for them to build up reserves in view of the predom- 
inance of farm and village risks written. 


The following quotation from the Ontario Insurance Act, Section 275, 
deals with the reserve fund to be accumulated by a mutual fire insurance 
company: 

(1) Subject to the provisions of sub-section 5, a Mutual or Cash-Mutual 
insurance corporation may form a permanent reserve fund, to consist of 
such part of the net profits as may from time to time be set aside by the 
directors for that purpose; or to be made up by annual assessments for 
that purpose not exceeding, for any single assessment, 10% on the pre- 
mium notes held by the corporation, until the total fund reaches two per 
centum of the corporation insurance in force. 


(2) Such funds shall be held for the security of the insured and shall be 
subject to the provisions of this Act relating to the investment of the 
funds of insurance companies. 


(3) The net income from the fund shall be included in the general receipts 
of the company, and shall constitute a part of the ‘net profits’, if any, 
as defined in this section. 


(4) The fund so accumulated shall be used for the payment of losses and 
expenses when the cash funds of the company in excess of an amount 
equal to its liabilities (including guarantee capital, if any) are exhausted, 
and when the said fund is drawn upon the allocation of profits or as- 
sessments as aforesaid may be retained or continued until reached. 


(5) The said fund may not be reduced by the payment of dividends to 
shareholders or members, or by a reduction of current premiums below 
the limit of 2% of the insurance in force hereinbefore mentioned, but. it 
may be increased beyond.”’ 


Another group of mutuals, the American Mutual Alliance, which made 
representations to the Commission, are organizations with a membership 
consisting of business enterprises, either incorporated or unincorporated. 
These mutuals have their headquarters in the United States, but are licensed 
to do business in Canada. While these mutuals are comprised of business 
enterprises, their basis of organization and methods of operation are some- 
what similar to those of mutuals comprised of individual persons. They are 
organized without share capital, with membership confined to policyholders, 
each member company or enterprise has one vote at meetings of the mutual, 
a cash premium is paid and the unabsorbed portion returned to the member. 
The companies comprising this group maintained that their object was to 
transact business for their members at cost, and that in this connection 98 per 
cent of the premiums paid by members from 1929 to 1943 had been used, 
first, to pay losses, second— to pay expenses, and third— as dividends or re- 
funds to policyholders. 

_ Another group of mutuals which made representations to the Commis- 
sion is also comprised of incorporated companies. These are sometimes 
known as the New England Factory Mutuals. One feature which distinguishes 
this group from mutuals of other types is the so-called premium deposit. 
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Each policyholder is required to deposit an amount at the time the policy is 
issued, which may be considerably in excess of the net cost of insurance for one 
year. Hach member company is charged with its pro-rata share of losses and 
expenses, as well as contributions to reserves. When the policy is cancelled 
or expires, the charges are totalled and the balance of the deposit is returned 
to the member. 

In connection with the deposits required from members of factory mu- 
tuals, it was stated that on the average the absorbed portion of the premium 
deposit may be approximately 10 per cent. On the other hand, it was con- 
tended that the high value of the individual risks insured, even though care- 
fully selected from the standpoint of fire protection, rendered large premium 
deposits necessary. The risks insured are carefully selected, consisting almost 
exclusively of manufacturing and commercial properties of high grade con- 
struction, fully equipped with sprinkler protection, according to the specifica- 
tions of the insurer. According to the submissions made to the Commission, 
the amount of insurance written by Factory Mutuals in the United States and 
‘Canada during 1943 was $16,700,000,000, comprised of about 10,500 individual 
risks. Of this amount the Canadian business was about 7 per cent. 

Another group of mutuals which is quite different from the standpoint 
of organization are known as Inter-insurers or Reciprocal Exchanges. This 
group, which was represented before the Commission by the American Recip- 
rocal Association, includes amongst its membership twenty exchanges with 
headquarters in the United States. Ten of these exchanges do substantial 
business in Canada. The exchange, as such, is not incorporated, thus differing 
from all other mutual insurance groups. Nearly all the members (subscribers) 
at each exchange are corporate bodies. It is stated that the object of the 
subscribers is to insure one another. To accomplish this it is necessary to 
appoint a common agent or attorney to transact the business of the exchange. 
Each subscriber, therefore, gives a power of attorney to the common attorney 
or agent to transact business on his behalf. This attorney is known as ‘‘At- 
torney-in-Fact”. The attorney collects the monies from each subscriber, 
which are placed to the credit of the subscriber and remain his property, so 
that each subscriber has an individual account. The attorney deducts from 
this, such sum as is necessary to pay losses and expenses and to provide neces- 
sary reserves and surplus for contingencies. The part not needed is returned 
to the subscribers annually. In the event of withdrawal of a subscriber from 
the exchange, the subscriber receives from the attorney all the money to his 
credit, including his share of any reserves or surplus. In practice, while the 
risks insured through reciprocal exchanges are carefully selected, it is found 
expedient to have the amount deposited by the subscriber sufficient to meet 
contingencies, including unexpectedly high losses. This reserve for contin- 
gencies is provided for in the subscribers agreement. — The reserve 1s, of course, 
invested, and as such, produces some income which is credited to subscribers. 
The Attorney-in-Fact is subject to supervision by an advisory committee of 
subscribers. Each exchange is licensed under a firm name. Unlike other 
mutuals, proxy voting is permitted at meetings of the exchange. ome 
distinction is that the equity of each subscriber in the reserve fund is retaine 
by the exchange from time to time, but subject to withdrawal. 

Reference should also be made to the stock mutuals, although no wit- 
nesses were heard in behalf of this group. There are only a few companies 
of this type. They were organized originally as purely mutual beer: 
on the premium note system. Later they were given authority to issue cap! a 
stock and to sell cash premium policies, but policyholders on the cash pr ean 
plan are excluded from membership. Dividends are paid on capital an 
premium notes in force are subject to assessment. 
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Another insurance organization carrying on business on a co-operative 
basis is known as the Pool Insurance Company. This company was organized 
in 1939 by the three Western Wheat Pools under the Manitoba Companies Act. 
The object was to enable the three Pools to insure their own elevators and distrib- 
ute any savings accruing from the business of the company on a patronage 
basis. In 1940, a charter was secured from the Parliament of Canada to enable 
the company to comply with the ruling of the Board of Grain Commissioners, 
that insurance on grain in licensed elevators must be carried with an insurance 
company under a Dominion license. The company is organized with share 
capital and may pay a dividend thereon of not more than 5 per cent. The 
balance has been distributed in the form of an excess charges refund, in pro- 
portion to earned premiums paid to the company by the policyholders. 

The competitors of mutuals in the field of fire, casualty and automobile 
insurance are joint stock companies, which conduct their insurance business 
exclusively on the cash plan. These include British joint stock companies, 
foreign joint stock companies, including mostly United States firms, and joint 
stock companies with head offices in Canada. 


The Competitive Position. 


Some indication of the competitive situation as between the mutual insur- 
ance companies and the joint stock companies is provided by statistics fur- 
nished by the Dominion Superintendent of Insurance regarding the business 
transacted by fire and casualty companies operating under a Dominion license. 
In 1943, the premium income of 267 fire and casualty insurance companies 
reported was $99,897,515. Of this amount, 11 reciprocals received 0.6% of 
the total premium income, 11 deposit premium mutuals received 1.1%, 30 
other mutuals including the American Alliance group, and Canadian Mutual 
Companies received 11.8%, three stock mutuals received 1.9%, while 212 
joint stock companies received 84.6% of the premium income. 

The so-called ‘‘underwriting profit” or ‘‘gain from underwriting”’ of these 
companies amounted to $5,498,546 in 1943. Of this amount the reciprocals 
had 4.3%; the deposit premium mutuals, 6.8%; other mutuals, 19.9%; the stock 
mutuals reporting 4%; and the joint stock companies, 65%. In this connec- 
tion reference has already been made to the method of calculating the ‘‘Net 
Premiums” of the reciprocals and the premium deposit mutuals as set forth in 
the Special War Revenue Act. This has a bearing on the proportion which 
the underwriting profit of these companies bears to the premium income, as 
compared with mutuals of other types and of joint stock companies. 

While many of the principles adopted and conclusions reached in Part I of 
the Report are applicable to mutual insurers, still, certain differences in methods 
Caen between co-operative associations and insurers merit special con- 
sideration. 


SOME COMPARISONS BETWEEN MUTUALS AND JOINT STOCK COMPANIES 


Representatives of joint stock companies pointed out that there were 
certain similarities between their type of organization and that of the mutuals. 
This is true. With theexception of the reciprocal exchanges, both groups enjoy 
corporate status, and the advantages deriving from limited liability. Both are 
required by legislation to maintain certain reserves for the protection of policy- 
holders. The same insurance company terminology is used with respect to 
both groups. 

There are, however, certain obvious differences between the two types 
of organization. In a joint stock company the persons who own and control 
the enterprise are, by and large, a different group from those who make use 
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of its insurance services. In a mutual company, on the other hand, there 
is identity of interest between owners and users. This distinction is less 
clear, however, where a part of the surplus of a stock mutual is distributed 
on the basis of shares held. The difference is also less well defined where a 
mutual writes cash policies, some of which are subject to the payment of 
dividends on the basis of premiums paid by policyholders, and some of which 
are not. A further distinguishing feature between the two types of insurers 
rests in the fact that in mutual insurance the application for and payment of a 
policy is, in practice, synonomous with membership. Viewing the two types 
as a whole, it is evident that the control of a mutual and participation in its 
surplus, if any, is vested in those who use its services as policyholders, whereas 
the control of and the participation in the surplus of a joint stock company is 
vested in those who use it for investment as shareholders. 


Some Contentions advanced by Joint Stock Companies 


The first of the contentions of the joint stock companies was that the 
“‘dividend”’ paid on premiums to policyholders in a mutual was akin to a distri- 
bution of profits and, therefore, taxable. Admitting the joint stock companies’ 
contention that fire insurante risks are more difficult to estimate in advance than 
life insurance risks, where the use of statistics and actuarial formulae makes a 
close estimate possible, this does not detract from the similarity between a div- 
idend paid by a fire insurance mutual and a similar payment by a life insur- 
ance mutual. As stated in Part I of this Report, we are of the opinion that a 
dividend paid in proportion to patronage is a characteristic feature of the co- 
operative or mutual way of doing business. The members of a mutual pay 
premiums for two purposes, to insure one another and to maintain the organi- 
zation necessary to conduct this service. If they find that they have paid more 
than is required to meet losses, expenses and to provide for necessary reserves, 
they can secure a refund in proportion to the premium paid. Itis impossible to 
regard such a payment to the insured as a profit taxable in the hands of the 
insurer. If, however, a portion goes not to the insured, but to the shareholder, 
as a return on his investment, such a payment is not a rebate on an overpayment 
for insurance, but a reward for investment and risk undertaken by the share- 
holder who provides the service for policyholders. We are of the opinion 
that a return of a dividend on a premium is not essentially different from the 
unassessed portion of a premium note. Both are necessary to the mutual way 
of doing business. 

A further contention advanced by the joint stock companies was that 
mutuals should be assessed for income tax on precisely the same basis as Joint 
stock companies. Here again the difference between the methods of operation 
of the two groups would render the incidence of such a tax inequitable as far as 
the mutuals are concerned. It would not only involve taxing the ‘“‘dividend’’ 
to which reference has already been made, but other funds in the hands of the 
mutual, exigible by the policyholder. A premium payment in a mutual serves 
to pay losses and expenses and also to provide operating capital. A refund in 
the form of a dividend on premiums is not profit of the mutual. Any amount 
retained by the mutual but exigible by the policyholder is not income of the 
mutual but a fund contributed partly for operating capital and partly to pay 
unexpected or future losses. 


Mutuals may have Income 

In Part I of this Report we have endeavoured to distinguish what the co- 
operative retains permanently and what is actually paid by the co-operative 
to its members or is exigible by them. The question, therefore, arises whether 
mutuals in which there is no proprietary interest other than that of policy- 
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holders, earn or receive any revenue which is liable to tax. If they receive a net 
income, to whom does it inure—to the mutual or to the members? We are of 
the opinion that mutuals can and do, under certain conditions, have income 
which may be made liable to tax. This income may arise partly from invest- 
ments and partly from other operating gains. What the mutual receives and 
retains in the form of investment income, plus other additions to surplus which 
are free from claims of policyholders, may be regarded as income, which should 
be liable to tax. 


Mutuals Specialize in Certain Frelds 


It was clearly established during the course of our hearings that some 
mutual organizations specialize in insuring farm risks and render a much 
needed service in that field, which is not provided to any appreciable extent 
by other insurance organizations. In addition, village and town property, 
unprotected by municipal or other fire-fighting organizations, are insured 
almost entirely by mutuals. The reasons why mutuals are able to insure risks 
of this kind have already been indicated. In view of the great need for expan- 
sion of insurance services with respect to rural areas, we consider it undesira- 
ble from the point of view of public interest to impose any tax which would 
make it more difficult for mutuals or other insurers to develop still further 
this much needed insurance service in all rural districts. As a matter of fact, 
no case was brought to our attention in which a joint stock company suffered 
loss of business or was otherwise prejudiced by the operations of a farm mutual. 
The general contention rather was that all mutuals should be taxed on the same 
basis as joint stock companies. It would appear that mutuals are making 
progress in certain highly specialized fields, but that the overall picture shows 
little change. Both types of insurers appear to be giving an efficient service. 
There is no evidence to suggest that the progress of the mutuals is due to tax 
exemption. This does not mean, however, that they may not have some 
taxable income. ; 


Some Contentions advanced by Mutuals a 


The main contention of the mutuals is that they endeavour to operate 
at cost, and further, that their operation thereby tends to reduce insurance 
rates generally. On the other hand, this does not dispose of the argument 
that mutuals can and do, in some instances, have taxable income. There 
were, however, other arguments advanced by the mutuals to indicate the 
inequity of their position. These merit careful attention. They include: 


(a) That the difference in the rates imposed with respect to the premium 
tax under the Special War Revenue Act is unwarranted. Spokesmen 
for the mutuals took the view that a tax at a uniform rate should be 
paid by all companies, and that they were ready to continue paying 
such a tax. While the Special War Revenue Act is outside the scope 
of our terms of reference, we have to report that very considerable 
dissatisfaction exists with respect to the existing rate structure, and 
we are of the opinion that this matter should be reviewed by the Govern- 
ment before any income tax is imposed on mutuals. 


(b) Canadian mutuals referred to the fact that investment income is 
excluded from taxable income in Canada in connection with the oper- 
ations of British and foreign insurance companies. This appears to be 
a departmental arrangement with these companies which has been 
in effect forsome years. While Canadian joint stock insurance compa- 
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niesmade no complaint regarding this arrangement, some Cana- 
dian mutuals contended that it involved discrimination against 
Canadian stock companies. 


(c) Critical reference was also made to the exemption from income tax 
of marine insurance companies and the exemption granted to such 
companies under the Special War Revenue Act. No representative 
of marine insurance companies made submissions to the Commission, 
and we are not requested to investigate their tax position. We simply 
report the criticism expressed. 


CONCLUSIONS 


; We are of the opinion that mutuals can and do have income which is sub- 
ject to tax. This income results from investments and operating gains which 
are free from claims of policyholders. At the same time we consider that 
mutuals in certain specialized fields are rendering a service which is not provided 
by other organizations, notably, in insuring farm and other unprotected rural 
risks. These mutuals tend to keep their rates as low as is consistent with the 
risk involved. We consider that it would not be in the public interest to impose 
income tax upon those insurers whose activities are primarily in these fields. 


Considering the situation as a whole, we are of the opinion that the income 
tax should not be imposed on mutuals without a review of the varying rates of 
existing premium tax under the Special War Revenue Act, the taxation of 
investment income of British and foreign insurance companies and the position 
of marine insurance companies. 


Summary of Recommendations 


We therefore recommend as follows: 


1. That the Income War Tax Act and The Excess Profits Tax Act (1940) be 
amended to provide for the taxation of mutual organizations carrying on the 
business in Canada, of fire, casualty and automobile insurance, in accordance 
with the recommendations which follow. 


2. That dividends on, or refunds of premiums to policyholders, whether 
paid in cash or applied against renewal premiums, together with any unabsorbed 
premiums or premium deposits returned to or payable to policyholders, and 
any other amount credited to a policyholder or subscriber in such a way that 
it is exigible by him on giving such notice as may be deemed reasonable, be 
allowed as a deduction in computing taxable income. 


3. That joint stock companies and other insurers writing fire, automobile 
and casualty insurance, which pay dividends or make refunds of premiums to 
policyholders be allowed to deduct such dividends or refunds in computing 
taxable income. 


4. That before giving effect to the foregoing recommendations the inci- 
dence of the tax on net premiums of mutual insurance organizations under 
the Special War Revenue Act, the exemption from taxation granted to marine 
insurance companies, and the treatment for income tax purposes of investment 
income in Canada accruing to British and foreign insurance companies, should 
be reviewed by the Government; 


(5) That the income of any insurer, mutual or otherwise, shall not be 
liable to taxation when in any year the net premium income in Canada is 
derived, to the extent of not less than 50% thereof, from the insurance of farm 
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property and other property not protected by municipal or other fire fighting 
organizations, or is derived wholly from the insurance of churches, schools or 
other religious educational and charitable institutions. 


The present Report is signed by all the members of the Commission subject, 
however, to such reservations and comments as are appended hereto. 
The whole respectfully submitted, 
Errou M. McDovue@a tt, 
Chairman. 
B. N. Arnason, 
G. A. ELLiort, 
JEAN-Marig NADEAU, 


J. J. VAUGHAN. 
Ottawa, September 25th, 1945. 
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Memorandum of Comments and Reservations 


by B. N. Arnason 


In Part I, section IV, of the Report reference is made to the ambiguities 
contained in section 4, paragraph (p) of the Income War Tax Act. The opinion 
is there expressed that great hardship would result should the recommendations 
in the Report be made to apply retroactively. The opinion is also expressed 
that many co-operative associations would be prejudicially affected if the exist- 
ing law were to be interpreted so as to make them liable for the payment of 
taxes subsequent to the enactment of section 4 (p). The hope is also expressed 
that co-operative associations which have conducted their affairs in the light 
of a possible, even plausible, construction of the paragraph in question, will be 
afforded relief from the payment of taxes on patronage dividends actually or 
constructively paid since the enactment of 4 (p). 


Although I do not intend this as a dissent to the Report, I desire to em- 
phasize particularly the serious consequences which would follow, for co-oper- 
ative organizations and their members, if co-operatives were to be required to 
pay taxes on patronage dividends paid or allocated since the enactment of 
section 4 (p). While paragraph (p) appears ambiguous, members and officials 
of co-operatives have undoubtedly endeavoured to conduct the affairs of their 
organizations in the belief that at least patronage dividends, paid or allocated, 
would be exempt. If these dividends were to be taxed the results might well be 
disastrous for the co-operatives concerned, as well as a hardship for their 
members. 

It is also to be remembered that many co-operative associations have set 
aside unallocated reserves to preserve the equity of their members. These 
reserves have in many instances been set aside as a result of either statutory 
requirements in provincial co-operative legislation, or in accordance with special 
Acts of Incorporation, and also by reason of the belief that they had authority 
to set aside ‘“‘necessary reserves’ under section 4 (p). 

For the reasons stated, I submit that it would not be in the public interest 
to assess such co-operatives for income taxes for the period subsequent to the 
enactment of section 4 (p). 

In Part I, section VI 3 (a) of the Report, it is recommended that amounts 
paid by co-operative associations and other businesses in proportion to patron- 
age be allowed as a deduction, if credited to the member or customer, provided 
the payment so credited may be withdrawn on giving reasonable notice. The 
same principle is embodied in recommendation number (4) regarding deduc- 
tions from the gross proceeds of a customer’s product. Reference is made to 
Appendix D as a guide as to what may be a reasonable notice. This refers 
to the practices followed by co-operative societies in Great Britain respecting 
the withdrawal of share capital. 

It is desirable that the rights of the member of a co-operative to withdraw 
the funds which he has invested therein be clearly established, both from the 
viewpoint of sound co-operative practice and to distinguish clearly what belongs 
to the member, as compared with what is retained permanently by. the co- 
Operative. While British practice is a useful guide in this respect, it 1s neces- 
sary to consider the conditions under which Canadian co-operatives operate. 
In Great Britain, co-operative societies deal mostly in consumer goods the de- 
mand for which is quite steady, notwithstanding fluctuations 1n employment 
amongst the membership. The societies are well established financially, have 
large reserves and as a result are in an excellent position to meet promptly any 
demands for withdrawals of share capital by their members. In Canada, on 
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the other hand, co-operatives are engaged mostly in marketing agricultural or 
other primary products, the volume of which may fluctuate sharply from year 
to year and decline decidedly over a period of years. As for farm supply co- 
operatives, their business is not only seasonal, but the volume of trade is directly 
related to variations in the income of the members derived from the production 
of primary products. In addition to that, the majority of co-operatives in 
Canada do not have reserves comparable to those of British co-operatives. 


While I concur with the recommendation that the member should be 
allowed to withdraw patronage dividends or other amounts credited to him 
on giving reasonable notice, consideration of what constitutes such reasonable 
notice must have reference to conditions that prevail in Canada. The main 
point, I suggest, is the member’s right of withdrawal on giving such notice 
as will enable him to realize on his equity without endangering the equity of 
other members. This can be done without insisting that the practice, from the 
point of view of the time element involved, be precisely the same as is general 
under British conditions. 


This consideration leads to another. The Report seeks to distinguish 
between what the co-operative association keeps for itself and what the mem- 
ber can effectively claim as his own—that is, what is “exigible’ by him. The 
latter includes patronage payments paid in cash or applied against obligations 
incurred by the member to the association with respect to investment, or 
amounts credited to him but withdrawable on reasonable notice. This again 
is in accordance with British practice. Canadian co-operatives have, however, 
found it necessary to defer the payment of patronage dividends or deductions 
from gross proceeds of members’ products for varying periods. This method of 
financing has been found necessary under conditions that prevail amongst 
agricultural co-operatives, where the volume of business may fluctuate sharply 
from year to year, and where large capital expenditures are needed in contrast 
to the requirements of consumers societies. The Commission takes the view 
that where amounts are deferred for an indefinite period at the sole discretion 
of the directors, such amounts should only be deductible for tax purposes when 
actually paid to the members. pb 


There is, however, another method which is not dealt with in the reeommen- 
dations, and that is, where the bylaws of an association or contract with the 
members, provide that deductions from gross proceeds or patronage dividends 
shall be deferred for a definite period only. Where the date of payment is set 
at a definite date in the future in such a way that there is an irrevocable under- 
taking to pay, which cannot be altered at the will of the association, such de- 
ferred payments cannot be considered as ‘‘income”’ of the association and taxa- 
bleinits hands. Such deferment is not inconsistent with practices followed by 
British co-operatives when adapted to conditions under which Canadian 
co-operatives have to operate. It represents an intermediate method as be- 
tween capital which can be withdrawn at any time and capital which can only 
be withdrawn with the consent of the association. It establishes clearly the 
obligation to the member. .It is a method which has been found essential to the 
requirements of many agricultural co-operatives. To allow patronage pay- 
ments, deferred for a definite period under a definite obligation to pay, as a 
deduction in computing taxable income, will avoid the result that Canadian 
co-operatives are more restricted in financing with funds payable to their 
members than are those co-operatives in the United States which are not 
exempt from Federal income tax, but are nevertheless allowed to deduct allo- 
cated dividends in computing taxable income. 


I, therefore, recommend that deductions from the gross proceeds of a 
member’s product, or patronage dividends, which are retained by a co-oper- 
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ative association for a definite period with an irrevocable obligation to pay at 
the time stipulated, be allowed as a deduction in computing the taxable income 
of such association. 

With the exception of new associations and co-operatives of certain types 
designated in recommendation number (9)—see section VI, Part I of this 
Report, the recommendations involve the taxation of co-operative purchasing 
and marketing associations on their unallocated reserves. The evidence sub- 
mitted to the Commission, however, makes it clear that co-operatives are a more 
unstable type of organization than other businesses. In addition, they are 
unable to attract capital for investment purposes to the same extent as a joint 
stock company and are forced to rely on contributions from people of limited 
means who desire to use their services. Furthermore, most co-operatives in 
Canada are engaged in serving agriculturists and other primary producers 
which means considerable fluctuation in the volume of business done. This 
state of affairs is recognized in provincial co-operative legislation across Canada 
by statutory provisions regarding reserves to safeguard the equity of the 
members. 

In view of certain weaknesses inherent in the co-operative type of organ- 
ization as dealt with elsewhere in the Report, and also in view of the fact that 
by and large members of co-operatives are people with low incomes who are in a 
difficult position to make special contributions to offset heavy losses sustained 
by their organizations, I suggest that in the publicinterest co-operatives should 
be allowed to set aside limited reserves for protecting the equity of their mem- 
bers, before computing taxable income. For tax exemption purposes, such 
reserves might be limited to the minimum provisions for similar reserves as set 
forth in provincial co-operative legislation. An alternative basis for a reserve 
to guard against impairment of the members’ equity in a co-operative might 
be a yearly appropriation equivalent to 2% of the net assets until the amount 
in such reserve is equivalent to a maximum of 20% of such net assets. These 
might be defined as total assets, reduced by valuation reserves, less liabilities 
to the public and less current liabilities to members. 

It was also contended at the hearings of the Commission that certain other 
businesses, especially those engaged in handling agricultural products, are 
subject to considerable variation in income and find it difficult to set aside 
sufficient reserves for unforeseen contingencies. Although these businesses 
are at present in liquid position, this might easily be reversed with changing 
economic conditions. It would, therefore, appear that consideration should be 
given to allowing other types of businesses to set aside limited reserves to guard 
against the impairment of capital before computing taxable income, provided 
the necessary application in this regard is made to the Minister and he is sat- 
isfied that such reserves are warranted. Insofar as co-operatives and other 
businesses are confronted with comparable problems, after taking into consider- 
ation the weaknesses inherent in the co-operative type of organization, such a 
policy would assist in achieving a measure of equality between the two types 
of business activity. diss 

I, therefore, recommend that from the point of view of the public interest 
co-operative purchasing and marketing organizations be allowed to set aside 
limited reserves to guard against the impairment of capital and unexpected 
losses, before arriving at taxable income. 

I also recommend that consideration be given to allowing other types of 
businesses to set aside similar reserves, before arriving at taxable income, where 
the Minister is satisfied that these are warranted. 


Respectfully submitted, 
B. N. ARNASON. 
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Comments 
by J. M. NapEau 


I do not intend to make this a reservation to the Report and recommenda- 
tions with which I am in entire agreement. I do feel, however, that particular 
emphasis should be laid on the uncertainty of the position of co-operatives in 
the matter of the application of section 4 (py) of the Income War Tax Act. 
Therefore, I respectfully suggest that any action which might be taken to enforce 
the collection of past due taxes by the Government should be motivated by the 
idea of not imposing, in the public interest, any undue hardship on farmers’ and 
fishermen’s co-operatives which conducted their affairs in good faith, believing, 
as they did, that patronage dividends paid or allocated were not liable to 
taxation under existing acts. 

Unallocated reserves in many instances are equivalent to ‘necessary 
reserves’’ as authorized in section 4 (p) in order to protect the member’s equity. 
I believe it is also in the public interest that such unallocated reserves should be 
given the same tax exemption from taxation as suggested for allocated patronage 
dividends in the foregoing paragraph. 


Respectfully submitted, 


JEAN-MarRigeE NADEAU. 


Memorandum of Comments and Reservations 


by J. J. VAUGHAN 


I regret that I cannot join my colleagues in making this Report unanimous 
in all respects. Although I do not subscribe to ail the arguments contained 
therein, | am in agreement with the taxing of co-operatives to the extent set 
out in the recommendations. As the adoption of this measure of taxation 
only, would fall far short of removing the present inequality of taxation as 
between Co-operatives and Companies, it is necessary in my opinion that some 
further remedial action should be taken. 

I should like to make it clear that I am not opposed to co-operatives. 
On the contrary, I believe they have been and are serving a very useful purpose, 
particularly in the remote parts of the country, in providing a means whereby 
groups may be formed to improve their economic position. That co-operatives 
have a place in our national economy is unquestioned. But it must be said 
that Companies also have a very important place in that economy. Indeed 
much of the development of Canada up to the present time may be attributed 
to the initiative of Companies, made possible by their employment of capital, 
largely subscribed by private investors. This capital has enabled Companies 
to embark on new forms of enterprise, to expand businesses already established, 
to provide employment, to increase the wealth of the country, and to raise the 
standard of living. Companies also have afforded a channel for investment 
which has enabled many people to earn a better return on their savings and 
surplus funds than otherwise would have been possible. Therefore, it is highly 
desirable that companies should be permitted to proceed as in the past and 
that they should be able to produce a return that will encourage the investment 


Ro eae much of which will be needed in the reconstruction period of the 
uture. 
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At many points throughout Canada the competition is keen between co- 
operatives and companies, but companies, as has been so forcibly pointed out 
at our hearings, are competitively in an unfair position; they are required to 
pay a heavy income tax and in many cases an excess profits tax while co-oper- 
atives are exempt from these taxes, thus leaving the latter in the advantageous 
position of being better able to build up reserves and expand their activities. 
Having regard to the fact that Canada is a fertile field for co-operatives and that 
they are now well established under able direction, and that they are sponsored 
and aided by provincial governments, there is every reason to expect a substan- 
tial expansion in their business. This expansion as it takes place will result in 
increased competition and render the tax inequality more pronounced, unless 
some remedial action is taken. 


As the measure of taxation to be imposed by the Commission on co-oper- 
atives, as recommended by the Report, will not, as already stated, remove the 
inequality that exists, and inasmuch as further action, in my opinion, is nec- 
essary, there seem to be two courses to consider. One is to impose a further 
amount of taxation on co-operatives, and the other is to remove a part of the 
taxation now imposed on companies. The methods employed by co-operatives 
in operating and accounting are entirely different from those employed in 
ordinary business. Included in their surplus are operating profits, income 
from investments and balances owing to members on products and commodities 
handled, all blended in a way that the exact profit is not determinable. As a 
result it is very difficult, if not impossible, to further apply an income tax to 
co-operatives. That co-operatives do make profits is stated in the Report, and 
with that statement I agree, and that they are efficiently managed on the whole 
is unquestioned, so it logically follows that such profits should be comparable 
with those made by similar competing businesses. But as these profits do not 
appear separately in the books of co-operatives and as the income tax cannot 
readily be applied to their entire profits, some other form of tax would appear 
to me to be more appropriate if the first course mentioned should be followed. 
However, the recommendation of any form of tax other than the income tax 
would be beyond the scope of the terms of reference in P.C. 8725. 


The second course mentioned is to remove a part of the taxation now 
imposed on companies. The other members of the Commission have expressed 
their opinion that to recommend such action would be beyond the scope of the 
terms of reference contained in P.C. 8725. I do not, however, concur in this, 
and quote what I regard as the relevant parts of the order which in my opinion 
grant the Commission such power viz., that the Commissioners named be 
appointed— 


“to inquire into”’— 


‘‘(b) the organization and business methods and operations of the said co- 
operatives as well as any other matters relevant to the question of the 
application of income and profits tax measures thereto, and 


(c) the comparative position in relation to taxation under the said Acts of 
persons engaged in any line of business in direct competition with co- 
operatives, 

and report, in so far as the same can conveniently be done, all facts which 
appear to them to be pertinent for determining what would, in the public 
interest, constitute a just, fair and equitable basis for the application of the 
Income War Tax Act and The Excess Profits Tax Act, 1940 to co-operatives and 
to persons other than co-operatives in respect of methods of doing business 
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analogous to co-operative methods, such as the making of payments commonly 
called patronage dividends and to make such recommendations for the amendment 
of existing laws as they consider to be justified in the public interest;”’ 

Accordingly, I believe it is in order and appropriate that the comparative 
position of Companies with Co-operatives in relation to taxation should receive 
consideration. 

In our hearings from Vancouver to Halifax, various Boards of Trade, 
the Canadian Chamber of Commerce, the Canadian Manufacturers Association 
and other bodies and companies emphasized the unfairness of the so-called 
double taxation in Canada, i.e., the taxing of the entire profits in the hands of 
the Company and the taxing again in the hands of the shareholders of that part 
of the profits which is received by them in dividends. Also it was advocated 
by those appearing, that as a measure towards remedying the unfairness of the 
present taxation of companies as compared with the tax exemption granted 
co-operatives that this double taxation be removed. It should be noted that 
such double taxation is not in effect in England, Australia or New Zealand. 

As the imposition of any further measure of income tax on co-operatives 
than that recommended by the Commission is regarded as impracticable, and 
as the recommendation of any other form of tax would be outside the jurisdic- 
tion of the Commission, my opinion is that the second course should be followed. 
In respect to this, the extent of the loss to the National Treasury also must be 
considered. 

Having due regard to the foregoing, my recommendation is that the 
corporation income tax be reduced from 40% to 30% and that shareholders 
paying income tax in Canada be allowed a credit of 50% of the tax paid by the 
company, in respect to their dividends. 

The adoption of this recommendation would serve a twofold purpose. 
It would be a further step in removing the inequality in taxation as between 
Co-operatives and Companies, and it would remove in some measure, the 
double taxation which is so much complained of at the present time. 


J. J. VAUGHAN, 
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RELATIVE GROWTH OF CO-OPERATIVE BUSINESS IN CANADA 
I. Questions of Classification 


In order to get some picture of co-operative business and its position in 
relation to the Canadian economy some classification is necessary. 

People commonly distinguish between consumers’ co-operation and pro- 
ducers’ co-operation. By consumers’ co-operation Canadians ordinarily mean 
the co-operative purchasing of goods and services as is characteristic of co- 
operative activity in Britain. By producers’ co-operation Canadians ordi- 
- narily mean the co-operative marketing of farm produce such as is carried on 
by the Canadian Wheat Pools, by livestock associations and by other groups of 
farmers united for marketing purposes. Producers’ co-operatives are frequently 
called “‘marketing’’ co-operatives. These groupings sufficed to characterize 
co-operative development in Canada in its earlier stages, and, in fact, till com- 
paratively recently caused little confusion. The greater diversity of current 
co-operative developments, however, makes greater refinement of classifica- 
tion necessary. 

Quantitatively by far the greater proportion of the dollar turnover of 
Canadian co-operative associations is still effected by ‘‘producers” or ‘“‘market- 
ing’’ co-operatives and involves the performance, by co-operative organizations, 
of some of the functions associated with the sale of farm produce. Within this 
field of activity the terms ‘‘producers”’ or ‘‘marketing”’ are satisfactory so long 
as understood in the sense in which they are used. Similarly the co-operative 
retail stores in existence in some Canadian communities can properly be called 
consumers’ co-operatives. 

That the two groups are inadequate to cover Canadian co-operative activ- 
ity to day can be seen by considering the following examples. Is a co-oper- 
ative which provides tractor fuel for farmer members a consumers’ co-operative, 
or a producers’ co-operative, or neither? Is a co-operative farm a producers’ 
co-operative? If so, it is not because the term is used in the sense which so 
characterizes a wheat pool. Where does a credit union fit in? or a mutual 
insurance company? Isaco-operative funeral home a consumers’ co-operative, 
and, if so, who are the consumers ? 


The following classification of co-operative activity, adapted from an 
American source: (‘), would serve to clarify Canadian developments. 
I. Co-operative Sales Associations (also called Farmers’ Co-operative 
Marketing Associations) 
1. Commodity marketing associations 
2. Collective bargaining associations 
3. Sales agencies 
II. Co-operative Purchasing Associations 
1. Consumers’ co-operative associations dealing in consumers’ goods 
(a) Retail associations 
(b) Wholesale associations 
2. Co-operative purchasing associations dealing in producers’ goods 
(e.g. “farm supply” co-operatives) 
(a) Retail associations 


(b) Wholesale associations salt 
(c) Manufacturing or processing associations 


(1) Bakken, H. H. and M. A. Schaars, The Economics of Co-operative Marketing (New 
York, 1937), pp. 204-6. 
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III. Co-operative Service Associations 


1. Credit unions 

. Insurance associations 

. Mutual telephone companies 

. Medical and hospital associations 


. Miscellaneous associations such as restaurant, housing, transporta- 
tion by bus, recreational, burial, laundry, trucking, garage, etc. 


oOo Re KW b 


IV. Workers’ Co-operative Associations 


1. Co-operative workshops 
2. Co-operative farms. 


Single co-operative associations, of course, frequently combine the functions 
of two or more of the types included in the above analysis. Associations formed 
for the sale of farm produce frequently go into the purchase of farm supplies 
and even into the operation of a consumers’ co-operative store. Associations 
organized as consumers’ co-operatives at the retail level may take over whole- 
sale and manufacturing functions, and may provide their members with a 
range of services provided elsewhere by more specialized co-operatives. The 
latter type of development characterizes the British co-operative movement. 


Canadian categories: 


Data on Canadian co-operative organization and activity are classified on 
bases much less elaborate than those indicated above. The Dominion Bureau 
of Statistics includes data on co-operative retail stores in its census of Mer- 
chandising and Service Establishments. These stores handle consumers’ 
goods, and data concerning them do not include or indicate the volume of mer- 
chandise handled by the other type of purchasing co-operatives, those organized 
to purchase farmers’ supplies. 


The most important single source of information concerning Canadian 
co-operative development is the Marketing Service, Economics Division, 
Department of Agriculture, Ottawa. This branch of the Government has 
been compiling annual surveys of farmers’ co-operative business organiza- 
tions in Canada since the early thirties. Starting with the collection of data 
on “farmers’ business organizations” they have more recently attempted to 
restrict their investigations more closely to the co-operative field, though the 
difficulty of exact definition can readily be recognized. They now consider 
that their data cover approximately 95 per cent of the business of co-operatives 
in Canada, though perhaps as many as 30 per cent of co-operatives in number 
(very small ones) are not included. 


In addition to data on such co-operatives as credit unions, insurance mu- 
tuals, telephone systems, medical and hospital plans and a variety of miscel- 
laneous kinds, the main co-operative data of the Economics Branch are organiz- 
ed around the following structure of classification. First they are divided into 
two main groups: (1) Marketing and (2) Merchandising. Then the sub- 
groups are arranged as follows: 
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Marketing 


Dairy products 
Fruits and vegetables 
Grain and seed 
Livestock 

Poultry 

Honey 

Maple products 
Tobacco 

Wool © 

Fur 

Lumber and wood 
Miscellaneous 


Merchandising 


Food products 

Clothing and home furnishings 
Petroleum products and auto accessories 
Feed, fertilizer or spray material 
Machinery and equipment 

Coal, wood and building material 
Miscellaneous 


Data classified on this basis are helpful and _ realistic. The 
“marketing”’ co-operatives are those concerned primarily with the sale of farm 
produce for their members. They are the ‘co-operative sales associations” 
or ‘farmers’ co-operative marketing associations” of the American classification 
outlined above. The “‘merchandising”’ co-operatives, as is suggested more by 
the sub-headings than by the main term, are essentially the farmers’ supply 
co-operatives, those engaged in the purchase of producers’ goods for farmers. 
Since 1941 the Economics Division has expanded its merchandising classifica- 
tion to include consumers’ co-operative stores of the non-farmer type. 

Yet the classification presents problems. An individual marketing asso- 
ciation may handle several products. The Economics Division includes their 
total sales under the product which is their chief interest. Marketing asso- 
ciations may also handle supplies for their members. The Economics Divi- 
sion divides their sales into (a) produce and (6) supplies, and includes the sup- 
plies sales under the proper sub-heading under merchandise sales. Until 1942, 
the business of consumers’ co-operatives was included in the reports of the 
Economics Division only if the members were engaged for the most part in 
some agricultural occupation. For 1942 and later years, the ‘‘Merchandising” 
heading includes the business of all purchasing and consumers’ co-operatives, 
whether rural or urban, and whether that business is in producers’ goods or 
in consumers’ goods. The figures given by the Economics Division, however, 


do not separate one from the other. 


Difficulties of comparison: 

It is difficult to find bases for the comparison of relative importance and 
relative rates of growth for co-operative and non-cooperative organization. 
Some of these difficulties may be pointed out. 

First, co-operative data have been assembled in Canada for only a com- 
paratively few years. Changes in these figures at times relate to increased 
coverage, the inclusion of more institutions. 
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Second, marketing involves a series of steps or turnovers different for 
each product, and co-operatives engage in different proportions of the total 
number of turnovers in the handling of different products. If we say, for exam- 
ple, that of all grain marketed in Saskatchewan in the crop year 1943-4, 42.8 
per cent was handled by Saskatchewan Pool Elevators, we know pretty clearly 
the situation so far as the local assembly markets go; but we know very little 
about the importance of co-operatives in the marketing of wheat unless we know 
the proportions at each of the other stages of the marketing process as well — 
e.g. the terminal level and the export level. In the marketing of Canadian 
tobacco, one co-operative association records a turnover of millions of dol- 
lars. Yet it is only a collective bargaining agency. It displaces no private 
agency. To compare the turnover figures of this agency with a figure for the 
total wholesale value of the Canadian tobacco crop, for example, would suggest 
little as to the relative importance of co-operative enterprise in the marketing 
of Canadian tobacco. 


Third, there is the question of comparing the business of purchasing or 
“merchandising”? co-operatives with the sales of private enterprise in similar 
lines of activity. Some of the goods handled by merchandising co-operatives 
are sold at retail and some in wholesale quantities. Wholesale co-operative 
sales of gasoline, for example, may displace retail sales of gasoline by non-co- 
operative business. Figures for the sales of consumers’ co-operative stores 
are obtainable and can be compared with the sales of non-cooperative retail 
stores. But beyond that point the data for co-operative merchandising busi- 
ness involve transactions which may be of a wholesale nature or of a retail 
nature, or, in fact, of such a nature as to be considered to be production or proc- 
essing, rather than merchandising at any level. It is extremely difficult to 
get bases of comparison to indicate the changing importance of purchasing co- 
operatives in the Canadian merchandising picture. 


II. The Canadian Co-Operative Pattern 


Canadian co-operative activity has always been more pronounced in the 
field of commerce (2) than in the field of services or of ‘‘production’’. Within 
the commercial field, that is, having to do with the purchase and sale of goods, 
Canadian co-operatives have always had more to do with the sale of farm pro- 
duce than with the purchase or sale of any other commodity. Their selling 
has always been more important than their buying: ‘‘marketing’’ more impor- 
tant than ‘‘merchandising’”’. The Economics Division divides the commod- 
ities handled by Canadian co-operatives into “‘produce’’ and “supplies’’, the 
former chiefly farm produce marketed for members, and the latter, supplies 
and merchandise purchased for members. In 1948, 86 per cent of the dollar 
volume of commercial business of Canadian co-operatives involved the market- 
ing of produce and 14 per cent involved the ‘“‘merchandising”’ or purchasing 
of supplies and consumers’ goods. 


The regional picture varies, however, as indicated by the following table. 


(?) The ‘‘marketing” and “merchandising” activities analyzed annually by the Economics 
Division of the Department of Agriculture, Ottawa, are the commercial activities of Canadian 
co-operatives. In the American classification given above the co-operative sales associations and 
the co-operative purchasing associations are the commercial associations. 
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TABLE I 


Marketing of Produce, and Purchases of Supplies and Merchandise as Percentages of the Business 
of Commercial Co-operatives in Canada, year ending July 31, 1943. 


Marketing of Produce | Purchase of Supplies 

1 Ped Bisel bees alter otllae Desececedeciiiecds Mepcdse decile, Mtb ae 85 15 
INGVAOCOLIaN. a0-.4 oS be . 4s ede LER t.. 49 51 
INE WeBIUNSWIGk: [PsN Bhs ts. a. Aes = hee cdo. 63 37 
i, ai Gas Rie ee Sey eae eRe Pee Sa SE eee 75 25 
(Ginn: Ree ae a Ge Se ea ee ee 86 14 
VEaIEODAS: &. aie oh REE f> ote om. st tee. 4; 93 ‘ 
DAskae@hewalheeet ae ke «too ee Aaa eo roane ds 87 13 
IDOEEAR EY. es FS) t COROMRE Loo Me aeds Ya ceee bee 90 10 
BrrophsGolumpiast Ape edo ok. Aerob eke edo! 83 17 

GUIAOA Aho ds eas BERS hs PY AST © cht SE dee 86 14 


For the Maritimes as a group the figures in 1943 were 60 per cent for 
marketing and 40 per cent for purchasing; for the Prairie Provinces, 89 for 
marketing and 11 for purchasing. 

Proportions not only vary regionally in Canada, they have changed con- 
siderably over time in recent years. The purchasing of supplies and merchan- 
dise is an increasingly important part of the commercial business of Canadian 
co-operatives, asindicatedin Table II. (See also Figure 1). 


TABLE II 


Marketing of Produce and Purchases of Supplies and Merchandise as Percentages of the Business 
of Canadian Co-operatives years ending July 81. 


Year Marketing of Produce | Purchases of Supplies 
1932 On Mac, fe rs aN. SPE oe Pe b die) GaP e 93 a 
LOSS sree ere a ee ee a er nm iaee oot es Bas aearats 95 5 
POSSE SUI RIOVECES VMOU? BO, PA, AO , 94 6 
L935 AGS BIO. AG AGH. DAUR SIAC GLU RADE 92 8 
LO8G reac Hadesy> pt osserobeeet: SKE .aes 91 9 
OS i oemieart Cues eucw came me To wicks Io Aber cueurof alist aS 87 13 
a ree oar tas eae rar sncre este ones oho) 90 10 
eee A ey bc se tee cdo ets ele ces «chee anes 91 9 
LOSS wren Nt ato EAs Sars th meetin ste s 89 11 
NO WPS a8 Alger a AP ae een ee 85 15 
eae SEB AS ee cee bel ees eee 86 14 
TGCS | SUEY a AOI, LE es RENE a ne 2 A Se 89 11 


The dollar value of commercial business carried on by Canadian co-opera- 
tives has increased markedly in recent years. In 1943 those reporting to the 
Economics Division conducted $353 million worth of business divided approxi- 
mately $295 million for produce sold and $56 million for supplies and merchan- 
dise purchased. As mentioned above, the Economies Division estimates these 
figures to represent approximately 95 per cent of all co-operative commercial 
activity in Canada. Since these are incomplete figures, however, and since we 
are more concerned at this point with relative than with absolute amounts, the 
following table (Table III) is calculated in terms of index numbers. Table III 
indicates the estimated rates of growth of co-operative commercial business in 
Canada and Provinces. The base period 1935-9 was selected as representing 
the pre-war period and in an attempt to avoid comparison with a single year of 
the 1930’s, any one of which might be regarded as extreme. Tables constructed 
on this base draw particular attention to the years since 1939 and facilitate 
comparisons over these later years. 
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TABLE III 


Index Numbers of Dollar Value of Produce Sold and Supplies and Merchandise Purchased by 
Co-operatives in Canada 
(1935-39 = 100) 


Mari- 

— Canada | times Que. Ont. Man. Sask. Alta. B.C. 
LOSS ssi. see aes esa 68.5 48.2 sch 53.9 Vpitars 85.2 75.9 
LOSS pe va swe exevoseie ae 83.7 68.4 48.4 53.6 70.9 108.0 91.1 83.4 
NOQD ae eco. cee 77.4 73.9 66.8 62.1 69.8 98.7 68.7 89.2 
VOSO Mere ts si Se 97.1 90.2 95.6 75.6 63.9 108.2 109.3 99-1 
LOS TARE a ee ee 106.7 95.8 99.5 85.2 88.9 134.3 89.8 99.3 
LOSS eecoeenss ce cuts 95.2 1G 12256 100.2 150.8 O1eZ 110.6 103.5 
OBO) eye eee weesken sa 123.7 124.5 TD. G 177.0 126.6 107.6 L217 108.9 
POA carrer vena socks 145.0 116.6 EYigill 174.9 130.4 173.9 118.8 110.9 
TOA ee mee omc ece ce 148.6 118.7 171.9 157.0 166.0 160.1 132.4 109.8 
194 De ee edie WTEC WPA 289.8 236.3 PAW 7 108.1 121.0 163.0 
WO4AS 5 3 eackicreuste owes 2165 240.0 293 .0 255.3 261.2 205.7 164.6 209.2 
1O4AIE ae Beene ster: 316.5 | 292.9 | 356.4 | 288.0 | 476.7 | 357.5 | 271.7 | 246.5 


The increase in co-operative activity has been much more pronounced in 
some provinces than in others, in the provinces of Manitoba, Saskatchewan, and 
Quebec in contrast with British Columbia, Ontario and Alberta. 

Tables IV and V show the regional changes in co-operative marketing and 
co-operative purchasing, respectively. The percentage increase in the value 
of purchases has been much greater than the increase in the value of produce 
sold. (*) The indices show particularly the substantial increase in the purchas- 
ing activities of co-operative associations in the prairie provinces. If we 
ignore momentarily the 1944 index numbers of co-operative marketing data 
(Table IV) we can see a decided tendency for co-operative marketing in Saskat- 
chewan and Alberta to lag behind that of other provinces in relative growth. 
Because of the tremendous increase in the 1944 data, which raised the Canadian 
index from 200 to 311 in a single year and which was chiefly associated with 
favourable crop conditions, the 1944 index numbers should not be considered as 
characteristic of the developments since 1939, developments which generally 
were much more gradual. 


TABLE IV 
Index Numbers of Dollar Value of Produce Sold by Co-operatives in Canada. 

(1935-9 = 100) 

Crop Year Canada | Mari- Que. Ont. Man. Sask. Alta. B.C. 
ending in times 

LOSS ek seca socal 72.6 73.4 59.1 51.8 54.1 72.5 84.6 Wad 
1954S Maer 87.6 oak 60.2 51.9 HANG tL S 91.9 87.3 
LOSS SLI AGS 80.1 71.2 80.0 64.5 67.5 101.4 69.5 91.3 
1936 4h. ddaetadeg: 98.6 95.3 115.8 72.9 61.9 109.5 108.3 102.5 
IMU Veen Se Rees 106.8 92.4 92.6 82.6 89.8 135.8 89.7 99.3 
LOB rere ante 91.4 108.8 108.7 93 .9 153.8 46.6 111.6 101.5 
LOSOM Avi sce ees 122.9 132.4 102.9 186.1 127.0 106.8 120.8 105.5 
1940 21.0 HOGS Be 145.7 115.6 135.3 183.3 130.0 174.3 115.8 108.9 
194 1a hah .. «cree 146.2 108.7 180.5 162.0 162.6 154.8 125.8 102.2 
1942 operetta cae 145.6 162.7 272.3 249.3 211.5 98.4 110.6 163.1 
LOA ert cue araerancie 200.4 218.0 272.3 205.7 257.8 189.8 154.1 213.0 
1944 Ore ae 311.4 267.3 321.2 285.8 483.8 351.6 263.3 246.0 


(?) It should be noted that some of the increase in co-operative purchasing, especially in 
Quebec, may be attributed to the progressively increasing coverage of the Economics Division, 
Marketing Service, Department of Agriculture, from whom the data were obtained. 
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TABLE V 


Index Numbers of Dollar Value of Merchandise and Supplies Purchased by 
Co-operatives in Canada 


(1935-9100) 
EEE 
Mari- 

Calendar Year | Canada| times Que. Ont. Man. Sask. Alta. B.C. 
LORE ee ee ae ee 40.3 53.6 3/0 55.5 Oe T 45.3 57.1 64.8 
NO SA Meee oc. muir 44.0 74.1 7.5 40.0 96.5 49.3 36.6 76.9 
TOS5 Sue: eee 70.4 73.8 6.5 77.0 87.9 74.9 | 106.0 80.2 
LOSGr RL 99M Od. 90.1 95.4 | 103.4 86.6 67.8 92.3 68.0 92.8 
LOS Fes: tects b fea": 110.7 | 120.5 | 148.4 | 119.2 99.7 97.5 62.1 105.9 
1 ES Re SN P12. 4341. 4100,.0 «4, dB9-0% oh AD Ze:Ss ode dd Bod 99.9 Bi LLOTS. ol eld 2S 
LOS OME Ry a nrciai ae ote 1G.4, | 110.5 (| 102. 7* | 109.4 4) 128 4“! 13803 "| 153.9 "| 109-2 
1040 SNE as T72,0 ~) 129-0 * 0a so, | LILO D  L0a OP ELST ¢ OP SO cot 9700 
TOA De. A, 204.1 180.2 | 305.2 | 141.8 | 238.0 | 210.4 | 313.8 | 159.3 
1042 Ascaris. aan it: 265.7 | 267.6 | 318.7 | 209.5 | 293.2 | 349.5 | 347.5 | 179.5 
NOY ae a eae 317.9, |/324.2;, | 422.3. | 265.5. |.363.6. | 373.8 | 396.2 .| 244.0 


Percentage changes in the volume of co-operative business do not, of course, 
give any indication of the vast differences in the amounts of such business 
performed in the different provinces or regions in any one year. The impor- 
tance of co-operative activity in the prairie provinces is well known. Annually 
from one-half to two-thirds of Canadian co-operative business is done in the 
prairie provinces. Saskatchewan alone accounts for amounts which fluctuate 
widely but which range from 20 to 40 per cent of the total, usually from 30 to 40 
per cent. Table VI shows the regional distribution of Canadian co-operative 
commercial business—marketing and merchandising lumped together. (See 
Figure 2). (4) 

TABLE VI 
Percentage Distribution of Co-operative Business in Canada 


Inter- 

— Canada | Mari- Que. Ont. Man. Sask. Alta. B.C. | provin- 
times cial 

19383... 100 3.3 5.3 9.3 6.2 30.0 22.8 6.4 16.7 
1934... 100 + 2.8 4.5 8.2 6.9 38.4 20.7 6.0 12.5 
1935... 100 3.1 6.4 10.0 dene 37.0 16.3 6.6 13.5 
1936... 100 3.2 ed 10.0 5.3 33.2 21.4 6.2 13.0 
1937... 100 Sheol (ee 10.2 6.8 37.4 16.0 5.6 13.6 
1938... 100 4.2 10.1 13.4 13.0 16.0 22.1 6.5 14.7 
1939... 100 3.5 7.3 18.3 8.4 25.8 18.7 5.3 12.7 
1940..... 100 2.8 7.3 15.4 7.3 35.7 15.5 4.6 11.4 
1941... 100 2.8 9.1 13.5 Oeil 32.0 16.9 4.5 12.1 
1942... 100 3.9 14.8 19.6 11.4 20.8 14.9 6.4 8.2 
19438... 100 3.9 10.9 15.4 10.2 28.9 14.8 6.1 9.8 


Indices showing increases in the dollar volume of business done by Cana- 
dian co-operatives tell little about the competitive position or strength of the 
co-operative form of business organization. Some of the increase in dollar 
volume of business is related toincreasesin price levels over the past eight or ten 
years. Increases in the physical volume of co-operative business are not so 
great asin dollar volume. In terms of competitive positions, non-cooperative 
business activity has increased substantially over the past ten years along with 
co-operative activity. The problem is to find some measure of non-cooperative 
business activity with which to compare that of co-operatives. 


(*) Figures 3, 4, 5, 6 indicate still further the regional pattern and the commodity pattern 
in Canadian co-operation. 
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III. Analysis of Co-Operative Marketing of Farm Produce 


To get a picture of the relative rate of growth of co-operative marketing 
organizations, of co-operative agencies marketing farm produce, it would be 
best to have figures showing the business done by non-cooperative agencies 
marketing farm produce. For proper comparison these data should be avail- 
able in totals and by regional and commodity groupings. Unfortunately 
comparative data are not available in just this form. Because of the varying 
number of turnovers involved in marketing different farm products and the 
general complexity of the marketing channels it is impossible to get figures 
measuring the marketing job for all agricultural produce or even for a single 
agricultural product. Compromise comparisons must therefore be made. 

Among data which are available are estimates of cash income secured from 
the sale of farm produce, by years, regions and commodities. It is thought 
that some clues as to the relative rate of growth of co-operative marketing 
activity might be drawn from comparisons with these data. Cash income from 
the sale of any farm product is, of course, a measure of the marketing business 
of the local-assembly marketing agency concerned. It is, as it were, the inven- 
tory value of the product on a cost basis. Farmers’ cash income from the sale 
of wheat, for example, is the inventory-at-cost for the local elevator and repre- 
sents the dollar value of the wheat at its first turnover in the marketing system. 
For the second turnover the elevator company may, for example, sell to a miller 
or to an exporter, and the value of the second marketing turnover would be the 
original value (the cash-income value) plus the “mark-up” of the elevator 
company. This terminology is not common to the grain trade and instead of 
“mark-up” the term applied would be “handling charges’”’. Transportation 
charges would also be added. The point is, however, that cash income figures 
are derived from the marketing process, they represent farm produce at a partic- 
ular stage in that process, and by comparisons between co-operative marketing 
data and cash income data a reasonably clear picture of changes in the relative 
importance of co-operative marketing agencies may be secured. Such com- 
parisons are made in the following pages. 


These comparisons give rise to certain problems. The data, on which the 
indices for income are computed, have all been compiled on a calendar year 
basis (*), while the farm products statistics have been compiled (*) partly on 
a calendar, and partly on a crop year basis. It has been difficult, therefore, 
to match indices for the appropriate years. A question arises as to whether 
farm produce data which includes crop year data for the season 1943-44 should 
be matched with income data for the calendar year of 1943, or of 1944. Inthe 
comparison that follows, it has been decided to match the crop year 1943-44 
to income data for the calendar year 1944; i.e. the farm produce data is thus 
matched to income data for the calendar year in which the crop year ends. 
This is primarily because grain and seed, which forms so large a part of total 
produce, has a crop year ending on July 31st. In addition, in the last few 
years, there has been a considerable carry-over of the grain crop, which means 
that marketings in the latter part of the crop year are fairly substantial. It is 
realized that an equally strong case could be made for the alternative procedure 
mentioned. The exact truth lies somewhere between the two extremes, 
neither being precisely accurate. It is felt that the course followed gives as 
reasonably true a comparison as can be obtained under the circumstances. 


(5) By the Dominion Bureau of Statistics, Agricultural Branch. 
(°) By the Economics Division, Marketing Service, Department of Agriculture. 
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Finally, a word may be said regarding the techniques i i 
cash income from the sale of farm pnad tate (7) oer td es Meee cae 

“Payments made under the Wheat Acreage Reduction Act, the Prairie 
Farm Assistance Act, the Prairie Farm Income Act, and on wheat participation 
certificates of the 1940, 1941, and 1942 crops are not included under cash income 
from (the sale of) farm products..... Other payments by Dominion and Proy- 
incial Governments are included...” 

One important type of government payment, which influences cash in- 
come, is the subsidies paid by the Agricultural Food Board, to the producers of 
dairy products. These subsidies were authorized by order-in-council on 
December 26, 1941, and have been paid, in varying amounts, on different 
dairy products, ever since. As a result, these payments will cause cash income 
for the last few years to rise slightly over what it otherwise might have been. 
In saa, co-operative marketing with cash income, this must be kept in 
mind. (8 


A. Comparison of Cq-Operative Marketing and Cash Income Data 


Table VII compares indices of dollar turnover of co-operative marketing 
agencies — co-operatives selling farm produce — with indices of cash income 
from the sale of farm produce. (See Figure 7). 


TABLE VII 
Indices of Dollar Volume of Produce marketed by Co-operatives compared with Indices of Cash 
: Income from the Sale of Farm Produce for all Canada. 
(1935-39 = 100) 
eee! Produce Marketed Cash Income 


LOSS sae ae cites woe ete ods Side are MMs wae ears 72.6 63.5 


SUSE tee ree etc sac eee eee ae es como ok scm 87.6 77.7 
MB 5.05 0 0.0 BR cd TRO OO OOIO (BOO IIe Ae iGo OI Gemaret o 5 80.1 81.9 
RO. cote digids SomOh pets Hino UOT OOS ROH oe Fan aowe 98.6 92.6 
Uh ak tac. a een ore i ear a Sea a 106.8 103.4 
Boo Ge sou Goan ae ET SAG OR ETS. TIRE AE 5 91.4 106.4 
EGO rests hee <td 6 sins op! eels. hain Ghd nta< 3 2 ae eae abn «See 122.9 115.7 
Dig aac cdo So MW OR Ico ORE EMG ONES dln Gomme 145.7 122.7 
BOS MR es cree oc ns es ks ey as kab ee ne 146.2 146.4 
ey Oras cutie Crono NOG OREN ISI I PEE ES _ 145.6 176.3 
1948 a Ages Men's oars a OD COR REE SEs Soioghac 200.4 224.6 
oY a BG Ge eeectotn Gre Oe Oram tone > Green Sie Clon 4 mics 311.4 280.5 


Table VII suggests something of the relative growth of co-operative mark- 
eting activity in comparison with the pre-war years. By 1948, co-operative 
marketing of farm produce had doubled in dollar volume in Canada since the 
pre-war years. Meanwhile cash income from the sale of farm produce had 
more than doubled. A fair inference appears to be that despite its pronounced 
expansion in recent years, co-operative enterprise in 1942 and 1943 was per- 
forming a smaller proportion of the marketing activities concerned with Cana- 


(7) Bulletin issued Feb. 23, 1945, by the Agricultural Branch, Dominion Bureau of Statistics, 
estimating farm cash income for the calendar years 1942 to 1944. 

(8) These payments will affect only the analysis involving cash income from the sale of all 
farm products. They do not affect the study of co-operative marketing of dairy products which 
uses factory value of dairy products rather than cash income from the sale of dairy products, and 


hence avoids this problem. 
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dian farm produce than it wasin the late 1930’s. By 1944 co-operative mark- 
eting activity had more than trebled as compared with the pre-war years. 
Cash incomes lagged behind somewhat in 1944. 


Further comparison is made possible by the calculation of the relative 
rates of growth of co-operative marketing totals and of cash income from the 
sale of farm products. (*) Calculations show that from 1933 to 1944, inclusive, 
co-operative marketing dollar volume for all Canada increased by an average 
rate of 11.4 per cent per year, while cash income from the sale of farm products 
increased by 12.1 per cent per year. Percentage increases are much sharper 
if only the more recent years are considered. From 1939 to 1944 inclusive 
co-operative marketing totals increased by 17.4 per cent and cash incomes by 
20.2 per cent per year. The cash income figure has increased more rapidly 
than co-operative marketing in both periods of time. 


Again, however, the regional picture is important. Table VIII gives com- 
parisons parallel to those in Table VII for all Canada and for provincial and 
regional groupings. : 


Table VIII shows that in some parts of the Dominion, co-operatives have 
more than held their own in relation to farmers’ marketings. Particularly has 
that been so in Manitoba, and to a lesser degree in Ontario, Quebec and the 
Maritimes. In British Columbia the indices in 1943 and in 1944 were approxi- 
mately equal, suggesting an equal expansion of co-operative marketing activity 
and of cash income from the sale of farm products since the pre-war years. 
In Saskatchewan and Alberta the expansion in co-operative marketing activity 
lagged far behind the expansion in cash farm income. Because of the relative 
quantitative importance of the co-operative activity of Saskatchewan and 
Alberta, the tendency for co-operative activity to lag in these provinces creates 
a false impression about co-operative development in other provinces, if one 
considers only the totals for all provinces together. 


(°) These calculations were made by fitting the curve log y =a-+bx to the given data by the 
least squares technique and thus setting b=(1+r)* where “r” is the average annual rate of 
increase. 
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Regional trends also may be seen more clearly if absolute figures are 
translated into terms of average annual rates of change. This is done in 
Table IX. 


TABLE IX 
Average Annual Rates of Growth of Co-operative Farm Produce Marketings and of Cash Income 


from the Sale of Farm Produce by Regions. 
1933-48. 


Province or Region Produce Marketed Cash Income 
Canada sisi sie accydnich ew TA OTD, « et valores = Eats ape 9.3% 11.5% 
Wi ri ties yas cy ae aieece acres et eee ee eee 10-3 LORS 
Quebec sy wc. « one 25 cae ne oe ow Oe ie eto ee cre bas cate 16.2 14.6 
Ontarios 3626 S8 SSRs ee eee: ore ee 16.9 - 10.9 
Manito baies.o:c6..c0$ 0: eee ret onc oc EMokc Life co neato ere ae 16.3 L3e5 
Saskatchewan be. . wiecgt ee cee eee 5.9 11.8 
Albertac! .o\Geiegs bcc ee APS ee. ee ae 50} 9.3 
British Columbias...es See ee ee ee ee 036 10.0 


The calculations compared in Table IX make it possible to picture the 
comparative rates of growth in co-operative marketing activity and of farmers’ 
cash returns from the sale of farm produce throughout the years 1933 to 1943 
for the different regions. Rates of growth of co-operative marketing business 
exceeded rates of growth of cash income for Quebec, Ontario and Manitoba; 
fell short of cash-income rates of growth in Saskatchewan, Alberta and British 
Columbia; and the rates for co-operative activity and for cash income were 
approximately the same for the Maritimes. 

Figures for total marketings are, of course, made up of figures for the 
marketings of specific products or groups of products. The detailed data for 
these commodity groups will be analyzed so far as they are available. Here 
it is necessary to call attention to one major group “‘grain and seed” and to show 
how it affects the total. Grain and seed constitute such an important part of 
all co-operative marketings that developments in the co-operative marketing 
of these products might well create a false impression as to what was happening 
in other lines of co-operative erideavour. 


Table X indicates the relative importance of grain and seed marketings 
in Canadian co-operative business in recent years. 


TABLE X 


Grain and Seed as a Percentage of Total Produce Marketings of Canadian 
Co-operatives, 1933-43. 
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Co-operative activity in the marketing of grain and seed hag not increased 
as rapidly as it has in the marketing of other farm products. Because this is so 
and because of the great relative importance of co-operative activity relating 
to grain and seed, the indices for co-operative marketing excepting grainand seed 
are quite different from the indices zncluding grain andseed. In 1943 Canadian 
co-operatives marketed twice as much farm produce in dollar terms as they 
had in each of the pre-war years, 1935-39. Excluding grain and seed, however, 
the co-operatives trebled their marketings. Table XI below indicates the latter 
condition (See Figure 8). 


TABLE XI 
Indices of Co-operative Marketing, less Grain and Seed, and of Cash Income from the sale of 


Farm Produce, less Grain and Seed 
(1935-39 = 100) 


a Produce Marketed Cash Income 
POSS arene erate ects ire che TN Renee et ON aL te VN CL ae 64.0 56.2 
DO SA eee ec leta cen, de REET ROARS otc see aisnebas es 66.2 79.2 
LOB epersecr es fos vr ORI ir et ee Fe os GaSe obec ahs 76.7 76.7 
LOB Ree PSSM er ee ee oe ee cesses ce ve usicsleeue donere sk gedeamatnes 91.7 95.0 
FS Sie Nt IEC op WON te ctcrsitatriniv er ese wcirdeioromersninesdnzeew sist nctsonvncks 92.5 100.9 
OS 8 My IIs 1206 hopes seen ee ie so ke ae SIRE Ss 104.0 109.3 
OBO Mic p da chose ottenoonew his citar mien ens ics, ob asus tine 135.0 118.0 
LO4QMI: BEAL. Bees Wis en Os o-tpe eh tsh De die oti ew dis wi dine 140.3 112; 2 
Dee eo 5 Sie ofr arent, Rn adsl dain st aes On el oat “B 151.1 144.9 
D5 Ato cE ce eee a te Ce CCT 246.7 209.5 
OAS PAE PUNY NARA oc on. We es Sra RUN alec aayene sucisve vena endl vs 311.5 242.0 
NOAA BECO WR. re paceman OAC ITkcE wees ncseh ke ei 378.9 Zant 


Table XI also indicates that, excluding grain and seed, Canadian marketing 
co-operatives expanded more rapidly in recent years than did cash income from 
the sale of farm produce (excluding grain and seed). This is as would be ex- 
pected. Co-operative activity in the marketing of grains approached a peak 
in the late 1920’s when the Pools were handling approximately one-half of all 
Canadian wheat and substantial proportions of all coarse grains. Some consid- 
eration will be given to grain and seed later, but at this point it is important to 
notice how a relatively stable co-operative position in the marketing of these 
products tends to give a false impression regarding the development of co-opera- 
tive marketing in other products. Apart from grain and seed, Canadian co- 
operatives have apparently in recent years expanded their position in relation 
to non-cooperative marketing agencies. 

Again the comparative rates of growth can be shown. From 1933 to 1943, 
co-operative marketing in Canada, less grain and seed, increased by an average 
annual rate of 16.2 per cent, while cash income from the sale of farm products, 
less grain and seed, increased by 11.8 per cent. From 1939 to 1943 the corre- 
sponding rates were 25.1 per cent for co-operative marketing and 18.9 per cent 
for cash income. Co-operative marketing data less grain and seeds have made 
considerably greater proportional expansion than with grain and seed included. 


Analysis of Commodity Groups: 

From available data we are able to compare co-operative marketings and 
cash income on a commodity basis. Indices for these data are presented in 
Table XII for six of the main commodity groups in which co-operatives are 
active. (°) (See Figures 9, 10, 11, 12.) 


(2°) These groups accounted for 98.4 per cent of the dollar volume of Canadian co-operative 
marketing in 1943-4. 
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This table shows the very considerable comparative lag in the expansion 
of co-operative marketing of grain and seed. It shows that in the other sub- 
stantial lines of co-operative marketing, the rate of co-operative expansion in 
recent years has surpassed the rate of expansion in the farmer’s cash receipts 
from the sale of the respective products. This is particularly noticeable in 
dairy products and in livestock, but it is also true of fruit and vegetables and 
poultry. In tobacco the indices diverge only slightly in later years. 


The same trends in the data can be emphasized by an examination of 
average annual rates of growth of marketing volume and of cash income in 
terms of the various commodity groups. (") The comparisons are set down 
in Table XIII. 


TABLE XIII 


Average Annual Percentage Rates of Growth of Co-operative Marketing and of Cash Income 
from the Sale of Farm Products, 1933-44 


Commodity Groups Produce Marketed Cash Income 
MalnvarrOCUCUSHC) Emr terre ttc asc «+ acts thes crete ore tiese 11.6 8.6 
BruitianduV ecetables. 45 .< cc ceeds = scchtevs «ota s feeder dees 10.1 8.8 
GrainjandySeeds3 i }46 92. tganateoy elles. eidd. cy. ! 7.6 9.2 
IA VeSL Oe Kei (la) armreer Wye ris Rave Si beecug seth woicys: oaks Bap 18.2 152 
iRoultryzand shiGes: (tsi eae te css sin as rag eee, 18.2 13.4 
SEODACCOM ei Tr ne a eS eee 20.6 9.3 
FLOneyIn ON, WON MOL EIN OIES, ONE... OEIODE The 16.6 4.6 
Maple-Sngar (O)ye0ds a: dae alase doe ieee ie. 13.4 11.4 

OL Ae. Vertes Set tn Sat Eat tcriva> cont ehh tak 13.0 9.6 
dT ASABE GSES ce CRE GI, Fs iE EPS tn -7.9 She 
‘ATIUProdacts AL ACMA EA LO BIT SIRI De 9.3 1S 

(a) 1933-43 


(b) Quebec only. 


Of the groups of commodities listed in Table XIII, including both the major 
and minor groups of co-operative marketing activity, all except two or three 
show rates of increase of co-operative activity in excess of the rates of increase 
of the corresponding cash income. The rates of growth listed in Table XIII, 
of course, cover the entire period 1933-43 whereas the indices of Table XII call 
particular attention to the years since 1939 since the indices are based on the 
period 1935-9 (1935-9=100). In dairy products, livestock, fruits and vege- 
tables, poultry and eggs, tobacco, honey, maple sugar and wool, co-operative 
marketing rates of growth over the eleven or twelve year period exceeded the 
rate of growth of cash income. In fur marketing, co-operative marketings 
showed a decline over this period, or a negative rate of increase of 7.9 per cent. 
Co-operative marketing of grain and seed lagged somewhat behind cash income 
from grain and seed. 


A comparison of rates of growth of co-operative business and of cash income 
for more recent years only, shows much more striking rates and much more 
striking contrasts between the corresponding rates. Table XIV presents sucha 
comparison by commodity groups for all Canada for the years 1939 to 1944. 


(1) The rate of growth calculations that follow have been made by fitting the curve log 
y =a++-bx to the given data by the “‘semi-averages” technique which gives a very close approxima- 
tion to the result obtained by means of least squares, as explained in foot-note (°) above. 
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TABLE XIV 


Average Annual Percentage Rates of Growth of Co-operative Marketing and of Cash Income 
from the Sale of Farm Products, 1939-1944. 


Commodity Groups Produce Marketed Cash Income 

Dairy: Products UG) Sr. isos G tae eee oe een reer 36.1 16.6 
HruitpandsVegeta bless. acct tepwecid ite ee es 24.8 17.4 
Grainy ANd SCCdS: co: .gec chic fue ee eee aoe ee 4.1 9.9 
MAVESCOCKN(G) Soret eee eee mT Tate ee eae 48.3 22.6 
Poultry and Bogs (ayer, ek Te EAE a 50.5 29.6 
PS OWA CCO sac arst ooo oes coe oats es oy EE Rls ho se ECE: ere 11.5 72 
THOTOY eos Goh  arareed cis eRe ae IRD oe tL te woe casters 10.7 10.1 
Maple sugar (@).. 3.0... 5 hi042 62a mate « «eee Ete ore Cen 26.5 54.7 

DOL s ROE Se orate Gives Nae RE CE Ree ne ae 25.8 19.8 
1 Le 9 Oe MOE Ie Serre Same ty nee HEY ve Rue pane bos S2nG rf 
ATL Productsisd. acca neck 5 MTOR ore RR Cee 17.4 20.2 


(a) Data for these products are on a calendar year basis and the comparison is for the calendar 
years 1939 to 1943. Other comparisons are for the crop years ending in the years 1939 to 1944. 


The rates of growth recorded in this table represent wartime expansion. 
With only one major exception and one or two minor exceptions the rate of 
expansion of co-operative marketing activity substantially surpassed the rate of 
expansion of the corresponding cash income. The calculations show co-opera- 
tive business lagging substantially in grain and seeds and in maple sugar—the 
latter, of course, a comparatively trifling product—and almost equal rates of 
growth for co-operative business and cash income from honey, also a minor 
product. For all other groups the co-operative rate of expansion is well above 
the cash income rate. Because of the preponderance of data for grain and seed, 
however, the rates for all products show cash income increasing at 20.2 per cent 
while co-operative marketing increased at the lower rate of 17.4 per cent. 


Commodity Groups by Regions: 


Dominion trends by commodity groups may represent an average of diver- 
gent regional trends. To establish the degree of regional divergence it is nec- 
essary so far as possible to make comparisons and calculations on a regional 
basis. There follows a comparison of indices of co-operative marketing busi- 
ness and of cash income from the sale of respective farm produce by provinces 
or regions. 
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The comparisons presented in Table XVII for grain and seed show more 
regional diversity than are to be found in some other groups of commodities. 
For Canada as a whole, co-operative grain and seed business appears to have 
expanded in recent years slightly less rapidly than the cash income from the sale 
of grain and seeds. This general average, however,is based on wide differences 
in the various provinces. In Quebec, Manitoba and British Columbia, particu- 
larly the latter, co-operative expansion far exceeded expansion in cash income. 
In Ontario the comparison is inconclusive. In Saskatchewan and Alberta cash 
income from grain and seed expanded in recent years more rapidly than co- 
operative marketing of grain and seeds. 

Because of the great importance of the co-operative marketing of prairie 
grains in the Canadian co-operative marketing picture, any additional infor- 
mation on the relative growth of such business is useful. Table X VIII provides 
relevant information on a bushel basis. In this table a comparison in such 
terms is drawn between the grain handlings of the three western pools and the 
United Grain Growers and the total annual deliveries from 1933 to 1944. 


TABLE XVIII 


Volume of grain delivered to three wheat pools and United Grain Growers compared with total 
volume delivered in each crop year 1933 to 1944, and percentage of total provincial 
deliveries reported by each Pool. (a) 


DELIVERIES 
Crop Year 
Co-opera- | Per cent of Provincial Deliveries 
ending To Co- Total tives as claimed by each Pool 
opera- bushels per cent 
tives (000 omitted)| of total 
bushels % Alberta Sask. Man. 

LOSS ME eles. arsbret 182,677 470,725 5 Ol Vis rade 43 .02 28.30 
Ae co hiccy SRR RENT CR 122,642 327,293 37.47 26.57 43.51 26 .90 
LOBE tein Si) oss av ieee 122,287 326,632 37.44 27.16 44.41 25 .40 
1LOSG Rpeeonree «+e 123,188 321,616 SOPOO) |. ase = c-- 45.30 27.50 
LOS Cites os 33s eee 103,502 266,139 BS..89) Heys edhe 46.88 27.06 
LOSS Ry ravage aie 4 75,935 229,756 33 .05 QIAO Mila ee Pee 27 .09 
OS OPP ae ticle cals ako 159,726 411,407 8882) |.5 shagapees 45.15 27.09 
LOAQ Bee oeakec Soret 222,186 548,231 Lets besiege | aa 43 .83 29.02 
LOAN Be ieee c asiccs ears 217,797 517,221 42.10 26.90 39.64 33 . 84 
104 Deer tos ane eso? 8 132,297 297,252 44.51 27.10 42.43 34.11 
1943552200: Secu emeeoe 215,714 494,736 43.60 28.74 39.71 33.24 
LOAAS sein ec cuieee 267,030 578,078 46.19 28 . 74 42.84 36.38 


(a) Table prepared under the direction of W. F. Chown, Marketing Service, Economics 
Division, Department of Agriculture, Ottawa. 


This table comprises two sets of calculations, one for the three provinces 
and the four co-operatives, and one for the pool in each province. The pool 
calculations are, as indicated, percentages claimed or calculated by the pools 
themselves. The over-all percentage is a calculation based on deliveries figures 
of the Dominion Bureau of Statistics. These data indicate that the prairie 
co-operatives have well maintained and somewhat improved their relative 
position in the grain-handling business since the pre-war years. Of the pro- 
vincial pools, however, only that of Manitoba shows a pronounced tendency to 
increase its percentage of provincial grain. 
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This conclusion does not coincide fully with the indications of the com- 
parisons made in Table XVII between co-operative grain and seed business 
and cash income from grain and seed. If we consolidate the data from that 
table for the three prairie provinces we get the following: 


TABLE XIX 


Grain and Seeds : Indices of Dollar Volume of Co-operative Marketing and of Cash Income from 
the Sale of Grain and Seeds for the Prairie Provinces. 
(1935-9 = 100) 


Crop Year Co-operative Cash 

ending in Marketing Income 
DG Sarrr es ts os Se ao aieee Ae daeke Ly ome beards Oye bans ob sys om 74.8 83.3 
50 2 er RRR Sr dy char ie RE a a 103.6 75.0 
EO craters hc 8 Ps hae oe Ne ia kano wins die pike Lema 85.2 96.0 
BOBO os. wera can dos GOR ROSS eae ce Oe pe eo 104.4 87.0 
WOOF ances os atin. Ae a choos RRR ERD aod fas DE ag tore oat 5p 115.4 110.5 
pS eR eR ed 28S co git gee Air a RL 79.2 95.1 
DORO ee oaths Ee thin oa eae ON sae ai tik cial e BYe alae 115.8 111.5 
1940. io oe os cs Oe eedodee SAI he eg 181°2 153.4 
WO ire fs cess: aoe et Ales hte oe ibe CR TAD ey oA TER Tote onetee bo Sok 142.1 157.4 
Oe et ea: MOR DRL eRe toe os ee oe ke Ok wis ate 87.7 92.8 
TS Reet cA ee ares cl ate eee Abe ate) cima oh SNe 135.7 183.9 
1064 ee cas Sat... RC Prey AO me ey 286.5 305.4 


The implication of the indices in this table would clearly be that co-opera- 
tives in the prairie provinces had not quite maintained the relative position 
in the grain and seed business which they had held in the years 1935 to 1939. 
True, Tables XVII and XIX include such seed crops as alfalfa seed, not counted 
in, in Table XVIII, but such a discrepancy is negligible. The data for physic- 
al deliveries of grain and seed in the prairies do not quite coincide with data for 
cash-deliveries and cash-income. The physical-deliveries data must in this 
case be regarded as more significant than the dollar value data; but the margin 
is slight. If co-operatives handling grain and seed had either increased or 
decreased their share of the grain-handling business substantially, the evidence 
would have been more conclusive. It may be inferred that they have done 
neither. 


The Maritimes and Ontario were the only region in which the rate of 
increase in co-operative marketing of livestock did not exceed that of cash 
income (See Table XX). The remainder of the areas were in line with the 
Dominion total. Co-operative expansion exceeded cash income by very 
pronounced amounts in some areas, particularly in Manitoba, Saskatchewan, 
Alberta and British Columbia. In the latter two provinces the co-operative 
indices exceeded 1000 in 1943 while cash income indices approximated 300. 


With the Dominion total of co-operative poultry business expanding 
more rapidly in recent years than cash income from poultry and eggs, most 
provincial figures fall reasonably well in line with the Dominion average. 
Two notable exceptions, however, are found in the prairie provinces, the ex- 
ceptions extending in opposite directions. In Saskatchewan the co-operative 
data lagged well behind those for cash income — thus providing with the Mari- 
times the only regional exceptions of that sort. In Alberta, on the other hand, 
co-operative data surpassed cash income data, but surpassed it by extreme 
amounts with indices running into the thousands compared with cash indices 
which do not exceed a few hundred. (See Table XXI). 
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B. Proportion of Agricultural Marketing performed by Co-Operatives. 


Perhaps the central question set for this analysis is this: Are co-operatives 
increasing their proportion of business in lines of activity open to them? The 
rapid absolute expansion of co-operative business is a readily observed fact. 
But non-cooperative business has also expanded rapidly, particularly in terms 
of dollar volume of turn-over. The question of relative rates of growth is the 
important one. 

Should co-operative expansion be found to be relatively great, a further 
question is, how far such relative growth may be attributed to tax structures. 
The latter question cannot be answered by means of the present study. 


The analysis so far has provided no categorical answer to the main ques- 
tion, though it has presented some probabilities. What possibility is there of 
comparing co-operative marketing figures with total marketing figure, product 
by product, or province by province? If this could be done, the main question 
could more definitely be answered. 


As previously pointed out the chief difficulty in the way of such a compa- 
rison relates to the question of turnover. Products which the farmer sells for 
$100 may retail for $200, more or less, but may have involved marketing trans- 
actions of five hundred or more dollars because of changing hands a number 
of times in the marketing process. We have data indicating the amount of 
business done by co-operatives in the marketing of livestock, for example; but 
we have no precise data indicating how much business in dollar terms is in- 
volved in the total marketing process for Canadian livestock. The following 
rough calculations, however, suggest something of the relationships involved. 


TABLE XXII 
Data Illustrating Marketing Totals in Canadian Livestock for 1941. 


Value of product of slaughtering and meat packing industry................... $ 296,000,000 
Exported — approximately one-quarter... 2).5. 6... occ lee oie ee ele eens open ae 74,000,000 
Sold.in Canada: 3-rchtesey cece ss a ree en ret oe eee oe 222,000,000 

Retail: Markeip, one-third save. <6 s = Abs 5c css Wate ee Mee nw os 2 ee 74,000,000 
Retail Sales. 4s ice tae ye Kaen coat ganna 6 bette as eat eae Ree oie ae 296,000,0000 
Farm Sales; :.:..4. S555 6 ie an ents flees oe Sees tae cane vo ee ee coe oe mare 245,000,000 
Packinghouse Sales Sf Ss 83 So. 30 Re SOO ES he on ea ibe GO nib aioeissaceaianlate 296,000,000 

Dollar Volume of domestic livestock business................... $ 837,000,000 
Co-operative marketinigvamiotimt tase Ca free ot ac 6 ves Miele oleate wd ole o,0 dad ocdacale 40,000,000 


Co-operative per cent of total—5% 


The livestock picture is somewhat complicated by the export item, but 
roughly the condition is this: the farmer sells for $100; the packer sells for $120 
(20% mark-up) the retailer sells for $160 (33.3% mark-up). This ignores 
transportation costs to which the retailer would add his mark-up. At a mini- 
mum, the $100 farm sale of livestock has created $380 of marketing business 
in three turnovers. Of the estimated domestic marketing figure for livestock 
for 1941, co-operatives accounted for 5 per cent, whereas in relating the co- 
operative figure to livestock marketing at a single level a figure of 10-12 per 
cent would be obtained (See Table XXIV below). The lower figure is, of 
course, the significant figure. 
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Because of the difficulty and uncertainty of calculations to determine 
total marketing volume from year to year for each of many commodities, ano- 
ther basis of comparison must be considered. If the cash value of a given 
product could be secured at a particular level of the marketing process and com- 
pared with the co-operative figure at the same level, a comparison would be 
valid. If, for example, we knew the value at local assembly points of all 
livestock marketed in Canada within a particular year, and if we knew the 
value of co-operative livestock turnover similarly at local assembly points, 
we could then determine the proportion of local-assembly activities performed 
by co-operatives in the livestock field. Also, any changes in this proportion 
from year to year could be observed and would be significant. Marketing at 
the terminal level, or of stockers and feeders, or at any other stage would be 
outside that particular picture, but the comparison at local-assembly level 
would be valid so far as it went. 

In fact, data available permit comparisons such as those suggested, 
provided the limitations are carefully indicated in each case. Cash income 
figures from the sale of a farm product are based on local prices, and data on 
co-operative marketing of farm produce, as assembled by the Economics Divi- 
sion, are also essentially related to local prices. Exceptions to this apparent 
comparability will be noted in each case as the data are presented. One general 
statement can be made, that where co-operatives handle the same product at 
more than one level of marketing, the Economics Division considers the data 
to be duplicate data, and, so far as possible, reduces the total to eliminate the 
duplication. Remaining figures, therefore, would represent marketing turn- 
over at a single level of the process. 


Table XXIII shows the percentage relationship between yearly data for 
co-operative marketing and the cash income from the sale of farm produce. 


TABLE XXIII 


Dollar Value of Co-operative Marketing as a Percentage of Cash Income from the Sale of Farm 
Products : all Canada. 


— All Products All Products 
Less Grain & Seeds 
HOSS) coe DURES 22 ieee > ig ar ee eR NRT 26.9 Tou 
1QE RY 4 Wie a UE MRSA One Ga | gh YAR, PRE REA AAAS ie MR EE 7 26.6 9.8 
SUBD 2b Smith ee Pa RS OSS Rae err etre 23.0 11.7 
1 OSG ea eee RIS ool Ry ese, GN tn ost fos hs, ore eseicle es 25.0 11.3 
HOE ces 59 ibys Siaick a Stam IER. i ROR MRI is et ara rata ACA Tyee 10.7 
NOSShir inlay. Sina BR Vooelh chathe Cab Oe red eke 20.2 11.1 
OS Ors Cy Cpaaee hice. Sm Ste Oe ree 9 hee aS a Sets 25.0 13.4 
4 eerie Peete weet: Ae BR he og ols oc cs nthe sob a 27.9 14.6 
OS eee ee ee eee carte nee eg OM ae os 2375 1272 
1949 RTVERVE ARIE DAG PIL OS, ROE BALE OTERO: 19.5 13.8 
O43 Bee eons. Are ane. Eoises . ae Bee. 210 161 
NAAT hae a seer ee WR hak its NEE eco. te 26.2 16.2 


To the extent that co-operative sales data represent business transacted at 
the local-market level, Table XXIII could be taken to mean that from one- 
fifth to one-quarter of all Canadian farm produce is handled locally by co- 
operatives. There are some qualifications to be made to this inference, quali- 
fications which must be made specifically for each commodity because they 
differ. Also, of course the relative importance of co-operative activity varies 
greatly from commodity to commodity, so that the average by itself is 
misleading. The table suggests, however, that co-operative marketing sales 
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in total have scarcely kept pace in recent years with the expansion of farmers’ 
cash income. It also indicates that co-operative marketing is considerably less 
important in the marketing of farm produce other than grain and seed than in 
grain and seed themselves. In the group of farm products other than grain 
and seed, co-operative activity has considerably more than held its own in recent 
years, the percentage of co-operative business to cash income increasing from 
11.3 per cent in 1936 to 16.2 in 1944. 


Table XXIV relates co-operative marketing to cash income in specific 
commodity groups for all Canada. 


TABLE XXIV 


Dollar Value of Co-operative Marketing as a Percentage of Cash Income from Sale of Respective 
Commodities: All Canada. 


(1) (2) (3) (4) (5) (6) 
Fruits 
Year Dairy | Vegetables} Grain Poultry 
Products and Seeds Livestock and Tobacco 

(b) Potatoes | and Hay Eggs 
1933; teed aciky Gt Jade. 10.1 20.3 49.4 12.0 6.3 4.0 
LO eae rie sei coe 10.9 18.8 69.5 15.8 (el 95.0 
TOS Dua, oe tale aad he 13.5 18.0 45.1 14.4 7.0° 84.7 
19362 jee ee ten 10.7 21.6 61.1 9.9 8.4 82.0 
TOS 7a erie een et ate 11.5 18.0 54.3 9.7 7.9 90.1 
LOBSM EY, KIO L OOM 11.0 18.1 44.2 9.8 8.6 84.7 
L9S9IITNO TE. MEsaI TO. 10.9 21.0 54.8 10.0 6.0 91.3 
T9402 Be cea ein. came 12.5 18.0 52.2 10.3 8.0 91.2 
OAT el aa eee 16.1 17.3 49.7 123 11.1 103.9 
1g cs Ae ee 15.1 ot 48.9 16.9 ie, 88 .0 
OAR A ty ene a ee 18.1 23n3 39.9 18.4 12.4 92.0 
j EY: Ma tie i Py os |e rene 21.6 gi Boa Dal arama 2s sel ips Jed 2 los 2 hl NO aR 


(a) Data for Dairy Products. Livestock Poultry and Eggs, and Tobacco are for Calendar 
years; for Fruits, Vegetables and Potatoes, and for Grain, Seeds and Hay, data are for crop years 
ending in the specified years. 

_ (6) Instead of being related to cash income for this set of calculations, figures for co-operative 
marketing of dairy products are related to figures made up of the factory value of factory cheese, 
of creamery butter, and of concentrated milk, and the value of fluid milk at the plant, bottling 
and pasteurizing costs included. 


Table XXIV provides an opportunity to study the differing relative im- 
portance of co-operative activity in the marketing of different groups of farm 
produce; also whether that relative importance has changed over recent years. 
Kach group of commodities, at least the more important ones, warrants a 
separate comment. 


1. Dairy Products. The data for dairy products give a close representa- 
tion of the relative importance of co-operative activity in the assembly and 
processing of these commodities. The comparison of co-operative marketing 
with “‘cash income’ (1?) data in this case is at the level where milk and cream 
have been assembled and processed into cheese, butter, or concentrated milk, or 
bottled and pasteurized for distribution in the whole milk market. So far as 
these stages in the distribution of dairy products are concerned the percentages 


(22) Note (6) Table XXIV explains the basis for the determination of ‘‘cash income”’ in the 
case of dairy products. It is, in effect, a “factory” value figure. 
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given in table indicate the proportion of co-operative to total business. Beyond 
the comparison, of course, lie other stages, such as those of jobbers, wholesalers 
and retailers in the butter business, for example. 

Within these limits, the data indicate that Canadian co-operatives have 
increased their proportion of the dairy-products business steadily and substan- 
tially since 1933. Between 1939 and 1943 they increased their share by three- 
fifths from 11.0 to 18.1 per cent. Later analysis of the regional picture will 
no doubt show variations in this trend in different parts of the country. 


2. Fruits, Vegetables and Potatoes. This comparison again purports to 
indicate the co-operative share of the local stage of distribution, without 
reference to later stages in the process. The co-operative proportion is, however, 
exaggerated to some extent because of the fact that co-operative figures re- 
present fruits and vegetables after they have passed through the local co-oper- 
ative assembly units and consequently have had their value increased by 
varied amounts of grading, wrapping, packing and storing. Farmers’ cash 
income from the sale of these products does not include such additional values. 
For any one year, therefore, co-operatives at the local level would handle a 
smaller proportion of Canadian fruits, vegetables and potatoes than the 
figures would indicate. LY 

As for trend, however, the figures should be reliable. Some increase in 
the co-operative proportion of Canadian fruit and vegetable business at the 
local-assembly level is indicated, but not so pronounced an increase as in dairy 
products. 


3. Grain and Seeds. Data here are reasonably indicative of the degree 
of co-operative activity at the local-assembly level—with a slight exaggeration 
due to inclusion of local handling charges in co-operative data. Notable here 
is the substantial co-operative percentage, well in keeping with the observed 
importance of co-operatives in the handling of Canadian grains and seeds. 

In terms of trend there is nothing clear-cut except perhaps the failure 
of the co-operative proportion either to increase or decrease. This is in line 
with the inconclusiveness of the evidence presented in Tables XVII, XVIII and 
XIX above and in the discussions concerning them. 


4, Livestock. Percentages shown here closely represent the proportion 
of the local-assembly business performed by co-operatives. Co-operative data 
include the business done by a single co-operative meat-packing plant, which 
business approximates three per cent of the total co-operative figure. Apart 
from this exception the co-operative data are related to the local-assembly 
level, the same as cash income. 

Co-operatives appear to have increased their proportion of local-assembly 
livestock business, particularly in recent years. From 1939 to 1943 the indi- 
cated co-operative percentage increased by 84 per cent, from 10.0 to 18.4 
per cent; i.e. nearly doubled. 

5. Poultry and Eggs. Hereagain percentages are related to local assembly. 
Though somewhat more erratic than in the case of some other products, the 
tendency is upward. Between 1939 and 1943, the percentage is more than 
doubled. The 1939 figure, however, is below that of any other year in the late 
1930’s. Nevertheless, the 12.4 per cent figure of 1943 marks the highest point 
over the period after 1932. © 

6. Tobacco. Figures in column (6) show co-operative marketing data 
to be a very high percentage of the cash income from the sale of farm produce. 
The figure of 103.9 per cent for 1941 is a possible figure since co-operative 
handling of the product may be included at several stages of the marketing 
process but must be left out of consideration as due to some irregularities in 
the data. Co-operative tobacco agencies do have a volume of business totalling 
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practically the full farm value of Canadian tobacco. It must be kept in mind 
that the activity of these agencies of the collective bargaining type, that they 
do not ‘“‘handle”’ the crop in any sense; they have no storage or processing 
facilities. Co-operative marketing tobacco agencies, then, may be considered 
additional marketing agencies, displacing no private traders and performing 
no functions formerly performed by private traders. 

With approximately 90 per cent of Canadian tobacco dealt in by collect- 
ive bargaining agencies since 1934 there has been no tendency for co-operative 
proportions to alter markedly in either direction since that time. 


Summary: 


Table II above has indicated marked differences in the development of 
co-operative activity from commodity to commodity. By 1933 or 1934 co- 
operative business represented widely different proportions of cash income 
from the sale of various farm products. Since those years co-operative activity 
has increased sharply in relation to cash income in the case of some farm commod- 
ities and has remained relatively unchanged in others. In dairy products, 
livestock, and poultry and eggs, substantial relative increases are evident in 
Table II. In fruits and vegetables, grain and seeds and in tobacco, changes 
have been erratic or insignificant. Co-operatives responded in such various 
ways under uniform tax treatment. 

Regional analysis. Dominion totals conceal striking regional differences. 
In the following tables co-operative business is stated as a percentage of cash 
income from products for the different Canadian regions or provinces—so far as 
possible. The tables following, in other words, present the materials of Table 
XXIV on a regional basis. 


Table X XV deals with dairy products. 
TABLE XXV 
Dairy Products : Co-operative Business as a Percentage of Cash Income from the sale of dairy 


products (a) 


Calendar| Canada | Mari- Que. Ont. Man. Sask. Alta. | Prairies} B.C. 
Year times 


ee | a | ee | | | | | | 


1936.4;. 5.5 10.1 10.6 (ies 5.0 10.2 3.7 Ty oy, 15.5 48.4 
1934.44".. 10.9 11.4 10.5 5.4 10.8 5.5 AT 9 16.8 42.4 
1935 ti 13.5 15.2 13.7 5.7 9.5 6.7 19.2 12.1 54.0 
1OSG 2. isixts 105% weal 4.0 5.8 5.8 7.1 20.0 11.4 52.9 
19371... 0:5 11.5 19.6 8.3 6.4 6.2 9.8 20.0 12.4 54.1 
1938.-... 11.0 17.3 on7 6.1 8.2 9.6 20.0 13.3 45.9 
19S9se 28 10.9 17.2 9.9 4.4 8.3 oe 26.1 15.5 42.7 
1940..... 12.5 18.2 10.1 6.0 9.2 10.2 28.6 16.5 46.0 
1941.. 16.1 19.0 10.0 8.0 8.1 14.7 25.2 16.4 45.6 
108 as. 15.1 20.4 16.9 6.0 10.2 16.3 33.2 20.4 47.7 
1943.. 18.1 22.7 19.3 10.1 12.1 8G fear 33.8 21.8 55.0 


(a) ‘Cash Income” figures are calculated here as for table XXIV above, and as explained in 
footnote (6b) to that table. 


Data on co-operative effort in the marketing of dairy products indicate 
clearly the regional differences in the co-operative pattern. The consistent 
importance of co-operative dairy activity in British Columbia is clear — with 
co-operative business ranging from 42 to 55 per cent of the processed value of 
dairy products in that province but with no persistent tendency, over the 
period reviewed for that proportion to change either up or down. In the 
Maritimes the percentage doubled between 1934 and 1943, while in the Prairies, 


103 


considered as a region, the percentage, though higher in the earlier years, did 
not increase so rapidly. The prairie province total also disguises differences. 
In Manitoba, the percentage has fluctuated irregularly, with no clear upward 
trend. In Alberta, and especially in Saskatchewan, it has been sharply up- 
ward, bringing the regional trend upward also. 


Table XXVI presents a sketchy regional picture for fruits, vegetables 
and potatoes. Co-operative activity in this field is negligible in the prairie 
provinces — as is the cash income from the sale of such products. Data for 
the Maritimes are not available in form to be used in this comparison. 


TABLE XXVI 


Fruit and Vegetables : Co-operative Business as a Percentage of the Cash Income from the Sale 
of Fruits and Vegetables. 


Crop year ending March Canada Quebec Ontario B.C. 
BOD e UE «Buia oie «Babs 13% 20.3 1529) ide ls meee 5 olaas BALE FRO, « 
WStortareve rier ers ears ves 18.8 15.3 4.0 48.8 
NCR She SA, SRR Oe Siena 18.0 18.3 4.9 46.6 
NOGOMMOMC UST Sita eet ashes ctr. 21.6 34.7 6.1 41.5 
TOS [hate ce Saath eee ee ye aes 18.0 14.1 8.3 43.5 
ate onsen Sinan ete eon CROC 18.1 24.9 het 39.6 
OS Oe rascike eas cee Soe ae 21.0 20.6 12.3 43.9 
O40} eh acre Eas teveteds fe ere 18.0 9.9 9:3 43.2 
TORT eta coed av scaa,prerede’ age 17.3 17.6 9.5 36.8 
TC Re ais OER - RR ERE A pa Boat, 22.5 9.9 49.9 
LORS EO ee cbs cetuhe «chavs 5 cuene «pe 23 .3 22.7 10.8 46.8 
TOS ois pe eter 2 hae Nags, oye 21.6 16.8 10.2 49.9 


Again, perhaps the outstanding fact about the data is the consistently 
substantial percentage for co-operatives in British Columbia, and also the 
fact that the British Columbia percentage shows no trend either up or down. 
The percentage in Ontario shows an increase though still falling short of the 
British Columbia level, while in Quebec, the fluctuations in percentage reveal 
no clear pattern either up or down. Divergent development has been 
compatible with tax changes applicable to all Canadian regions. 


Table XXVII presents provincial data for grain and seed. 
TABLE XXVII 


Grain and Seeds : Co-operative Business as a Percentage of Cash Income from the Sale of Grain 


and Seeds. 

SS eee nnn ETE EE 

Crop year ending July 31 | Canada | Quebec | Ontario Man. | Sask. BG 
OSS Tare Re TC nies eel 49.4 3.8 1.5 27.9 44.8 3.2 
NOOSA S eersh cy chess rae Mapie’s 69.5 9.7 2.3 39.4 78.9 10.6 
OBE tee sais ategs ore piopgel sar oss 45.1 4.6 5.0 25.9 60.5 3.9 
LOS Oeste Secret aes on ge egnes ° 61.1 6.4 8.2 40.4 60.4 2.6 
OS Cee te an asec ee eae rene = 5 = 54.3 11.4 7.4 36.5 58.9 Tal 
LOSS eae Sis eee te oat elere apes Sim 44.2 14.0 4.2 31.5 52.7 0.4 
EOS Oter aa. s tonaie, = sree ys 8 54.8 18.9 4.5 43.0 61.6 1.2 
BOA0 vee Nr spol s Cee vist peta cast 52.2 34.5 5.2 37.9 52.4 4.6. 
OSM eens 3 chaic soit a8 Soe: ogee 8) 49.7 71.0 5.9 43.6 4650 "| (80.01) << ee 
1A De, ets ar NEES chy RT SE 48.9 41.4 10.6 54.0 40.8 19.9 
BS ecm Peachonceyoatdcueiod an aceenene 39.9 33.0 7p 41.0 37.7 19.5 
MOFAT ARS HOt pe toe eee bess 48.4 31.7 5.4 58.2 43.3 35.8 
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Percentages in this table indicate the relative importance of co-operative 
activity in the marketing of grain and seed in the prairie provinces — an 
importance which shows no clear-cut tendency to increase or decrease. There 
is also indicated here the negligible importance of co-operative grain and seed 
business in Quebec, Ontario and British Columbia until the last few years. 
Co-operative proportions have become substantial in Quebec and British 
Columbia within the past few years; in Ontario there is no pronounced increase 
from trifling amounts. 


Table X:X VIII presents a partial picture of co-operative livestock mar- 
ketings in comparison with cash income from the sale of livestock. Figures for 
the Maritimes and for Manitoba are appreciable but were not available in 
form suitable to this analysis. The comparatively steady increase in the all- 
Canada percentage is made up of somewhat less regular increases in the various 
provinces. 


TABLE XXVIII 


Livestock : Co-operative Business as a Percentage of Cash Income from the Sale of Livestock 


Calendar Years Canada Quebec Ontario Sask. Alta. Re 
1908S Brae oes oe eee 6.3 13.0 10.8 28.4 O04) joes nce ae 
Me es Gereicois Grane ce 10.5 9.6 1"0 21.2 ey ped rere ange 3° 
1935 epee voniake sieges 9.5 10.2 11.2 16.0 GLO A! Fes 
1936 3 fine cross cheecousttioe 9.9 12.3 9.3 19.8 THIS Re OR hes 
LOBT: peop cscs ok Herne ee 9.7 6.8 9.5 14.2 G20 gilivsicovansy. eesers 
1938ie cee ee dacs ae 9.8 10.2 9.8 25.0 6.5 3.4 
1030: Feeeeeie.c 2 funn Sawer 10.0 6.4 9.6 21.4 7.6 1.8 
1940 eeeee Sek. Petoreen ee 10.3 6.0 9.2 21a S Sar ears cee. 
LOA wiser prerinivet emerateninent 12.3 8.1 6.8 30.8 15.3 3.5 
1942); i aia Be eo 16.9 9.0 8.7 33.7 24.6 6.5 
eS eles canes alpen retin ie 18.4 9.6 9.4 36.0 25.0 8.1 


Similarly, Table X XIX presents a partial picture of co-operative mar- 
ketings of poultry and eggs in relation to cashincome. Provincial data here 
tend to be quite irregular, in no case showing a clear-cut upward trend. 

TABLE XXIX 


Poultry and Eggs : Co-operative Business as a Percentage of Cash Income from the sale of Poultry 


and Eggs. 
Calendar Years Canada Quebec Ontario Manitoba 
PE eryaeae Cee Se Perce, 4 6.3 6.6 1.0 24.5 
TOA. vske «asc dies oh > ee tae i 3.3 bb ag 22.8 
LOSS Tes feloass ayet > Be py meets ihe 7.0 6.0 v3 15.4 
LOSO wre sds cenecerareiet odovere casts 8.4 oF 5.8 TSE 
POLE Y gear Gene = Aen iene as a 7.9 ONS 5.6 18.1 
LOS Bee och: act etend tie terete os 8.6 5.1 6.2 13.7 
1O3B. Ret ie aestaseres eRe epee ok 6.0 10.2 oat 13.2 
LO4O ais sft aie oye ce Shee ae 8.0 Oral 3.5 16.0 
1D41» os cbs Ge eee ee eee Tet 9.8 coc 20.2 
tS > fete aries oa: 11.2 9.5 4.4 18.9 
1088 oe i hate ane reread 12.4 13.9 6.5 23.8 


SUMMARY: 


Perhaps the most significant point of the above comparisons between co- 
operative activity and cash incomes is the dissimilarity of trends from commod- 
ity to commodity and from region to region. There has been much general 
growth of co-operative business and, in some cases, considerable relative 
growth in relation to cash income. Neither the absolute nor the relative growth 
has, however, been uniform from commodity to commodity nor from province 
to Drovanee Nor have the rates of growth become uniformly more pronounced 
since : 


IV. Analysis of Co-Operative Merchandising 


What the Economics Division classifies as ‘‘merchandising’’, as contrasted 
with ‘‘marketing’”’, is purchasing activity. Their ‘‘marketing” is the selling 
of produce. Purchasing includes consumers’ co-operation as conducted by 
co-operative stores and also the purchase of supplies, especially farm supplies, 
either by marketing co-operatives or by co-operatives organized especially for 
the purpose. The Economics Division classifies co-operative merchandising 
activities in relation to the following commodity groups: 


Food products 

Clothing and home furnishings 
Petroleum products and auto accessories 
Feed, fertilizer or spray material 
Machinery and equipment 

Coal, wood and building material 
Miscellaneous 


Classification of co-operative data on this basis is not available earlier than 
1942. 


The chief difficulty in analysing data for the growth of co-operative mer- 
chandising activity is that some such activity is retail and some is wholesale. 
The Dominion Bureau of Statistics classifies merchandising activity into whole- 
saling and retailing. Co-operative merchandising activity does not fit 
wholly into either category. Nor are co-operative data broken down into 

wholesale and retail sections. The Dominion Bureau of Statistics includes 
data on consumers’ co-operative retail stores in the census of retail trade. But 
they would have no place in retail figures for petroleum products or feeds or 
other such products when sold in bulk, and this type of business is a substantial 
part of the co-operative merchandising total. It is impossible to get close 
comparisons between co-operative purchasing institutions and their volume 
of business and non-cooperative institutions and their business. Were co- 
operative merchandising data broken down on a commodity-group basis for 
ten or twelve years back something could be done in the way of comparisons 
on that basis. Such classification of materials is available only since 1941. 
The picture of trends in co-operative merchandising activities and institutions 
must, therefore, be pieced together as best it can. 


Co-operative Merchandising: Proportions and Trends: 


Co-operative purchasing or ‘merchandising’ constitutes a relatively 
small proportion of total Canadian co-operative business. The proportion 
has, however, increased in recent years, from 5-7 per cent in the early 1930’s 
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to 12-15 per cent in the years since 1940 (See Table II above). The 14 per 
cent figure for all Canada in 1942-3 was based on provincial percentages which 
varied from 7 per cent in Manitoba to 51 per cent in Nova Scotia. (See Table 
I above). In terms of regions, in the Maritimes, co-operative purchasing in 
1942-3 accounted for 40 per cent of co-operative business; in the prairie prov- 
inces, 11 per cent. 

Co-operative purchasing activity increased more rapidly than co-opera- 
tive marketing from 1939 to 1943 particularly from 1939 to 1942 and more 
rapidly in some regions than in others (See Tables IV and V above). Co- 
operative marketing business in Canada had doubled its pre-war volume by 
the crop year 1942-3. By the calendar year 1943 co-operative purchasing 
activities had increased 3.2 times. For the crop year 1943-4 co-operative 
marketing values trebled the pre-war figure, very little short of the nearest 
comparable increase for co-operative purchasing (318 per cent for 1943). Up 
to 1942 the outstanding regional divergence within the general Canadian pic- 
ture was the pronounced increase in co-operative purchasing in the provinces 
of Saskatchewan and Alberta. By 1943, however, the indices for the provinces 
were by no means the highest in the provincial list, and, generally speaking, 
the increases were spread from coast to coast. 


Consumers’ Co-operative Stores: 


Co-operative retail stores constitute one important agency for the conduct 
of co-operative purchasing activities. Census figures and co-operative reports 
suggest that nearly one-half of co-operative purchasing in Canada was done 
by co-operative retail stores in 1941 (). 


Table XXX indicates the types and relative importance of such stores. 
TABLE XXX 
Co-operative Retail Stores in Canada, 1941 (a) 


SALES 
we NumseR [—————_|—___- 
Am’t Per cent of 
(000) Total 
General Merchandise stores. ...............-.seeeees 27 $ 3,195.8 16.1 
Country general stores’, . PPL. SYS BIS OER, 20. 248 8,823 44.5 
Grocery stores (without fresh meat).................. 69 1,840.6 9.3 
Combination storessaec 6) -e\y sels orf as Beets theta 53 3,370.6 17.0 
Restanrants. . cave: Ber ccede cuss cies tac Ge ees OEE: 5 130.2 0.6 
Killing sfations:: <anac.kaee cana ccs ote aeasieiciers oe eer 5 145.8 OL7 
Farmers’ supply stores! 2975. 2.2002 SSB De AIG 17 1,048.2 5.3 
Otheriretail stores iMNP2OC WL ek EL... ReROT . BOER 21 1,284.6 6.5 
TOLAL hse t ele Pes Rita he Sake an 4 445 | $19,839.0 100.0 


(a) Eighth Census of Canada, 1941, Vol. X, p. XXVI. 


Table XXX makes clear the preponderance of the country general- 
store type in the co-operative retail picture. The 248 stores in this group had 
sales of $8,823,200 in 1941, or 44.5 per cent of the total sales of co-operative 
retail stores in that year. Including the food and general merchandise groups 
we account for 87 per cent of co-operative retail sales. 


(3) The Economics Division reported co-operative purchasing for 1941 at $42,327,000. The 
Census of Merchandising reported sales of consumers’ retail stores for 1941 at $19,840,000. 
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Data are not available to show the development of co-operative retail 
stores year by year and region by region. Table XXXI indicates something 
of the regional picture at successive census dates. 


TABLE XXXI 


Co-operative Retail Stores in Canada 


1930 1941 
SALES SALES 
= Per cent Per Cent 
No. Amt. of total No. of Amt. of total 
of stores (000) Retail Stores (000) Retail 
Trade Trade 
Canada te. 9 DOR tA 282 $15,647 .9 0.6 445 | $19,839.0 0.6 
Prince Edward Island... 0 0 0 5 59.0 0.4 
Nova scotia gs.) 2otai. 17 2,103.7 Qe. 72 3,434.9 Pde al 
New Brunswick........ 15 890.7 1.0 18 665.7 0.7 
Qiaebechh AEE S.. Bovac, ssonesk 13 1,303.5 0.2 78 3,248.7 0.4 
COE TIO hs oes osvousyene 71 4,809.1 0.4 81 4,478.9 0.3 
Manitona?. 2.6.0. 28% 28 689.3 0.4 35 936.4 0.4 
Saskatchewan.......... 61 2,991.8 1.6 70 2,974.4 1.6 
Albertarty sae daly. rs ies 31 1,288.9 0.7 53 2,169.9 1.0 
British Columbia....... 46 2,301.4 0.9 33 1,881.1 0.6 


As made clear in Table X X XI between 1930 and 1941 the number of co- 
operative retail stores in Canada increased substantially ; the amount of sales did 
also. The relationship between co-operative sales and total retail trade, how- 
ever, remained constant at the almost negligible figure of 0.6 per cent. In only 
two provinces did co-operative retail trade exceed 1 per cent of total retail trade 
in 1941. In Nova Scotia the percentage was 2.1 in 1930 and 1941. The 282 
co-operative stores equalled 0.2 per cent of Canadian retail stores in 1930, 
while the 445 in 1941 equalled 0.3 per cent. 


Table XXXII indicates these percentages. It also shows a collateral 
fact of some interest, that between 1930 and 1941 the corporate form of enter- 
prise became less important in Canadian retail trade both as to its proportion 
of stores and as to the proportion of sales. The offsetting gains in each case were 
secured by the individual proprietorship. 


TABLE XXXII 
Distribution of Retail Stores and Sales by Forms of Organizations—1930 and 1941 * 


Stores Sales 
ne Per cent of total Per cent of total 

1930 1941 1930 1941 
Individual proprietorship............. 79.4 82.7 41.5 46.2 
Partnerships oor ba cscs srereiroprernios 8.3 ets 9.8 9.3 
rho (70) eh TH) 01 Rani a a a aR aaa 11.5 8.8 44.4 40.7 
Co-operative Associations............. 0.52 0.3 0.6 0.6 
Other forms (liquor stores)........... 0.6 0.5 Sia 3.2 
Teo tailie Savarese Rae Be soap) 100.0 100.0 100.0 100.0 

air o egh a poe rt por TE ee etter ors 


* Highth Census of Canada, Vol. X, 1941, p. XXVI. 
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Co-operative merchandising compared with retail trade. 


As pointed out in the analysis of co-operative marketing activity the pro- 
nounced increase in dollar volume in recent years tells little about the relative 
growth of co-operative as compared with non-cooperative business. Special 
comparative devices had to be employed to achieve even an approximate idea 
about relative growth of co-operative marketing activity. The application of 
similar technique is suggested with respect to co-operative merchandising. 

However, in this case, the problem is not nearly so simple. Certain possi- 
bilities present themselves. Firstly it is possible to compare co-operative pur- 
chasing in the total retail trade. A number of considerations combine to make 
this comparison unsatisfactory. Figures for retail trade include only part of 
co-operative merchandising; that is, consumers co-operative retail stores, 
which involve something less than one-half of co-operative purchasing. To 
this extent only do co-operative purchasing data, and retail data, cover com- 
mon ground. The quantitative relationships for Canada as a whole are sug- 
gested by the following tabulation for 1941: 


Sales through Retail Stores, including consumers co-operative retail stores... $ 3,440,902,000. 
Co-operative purchasing, including consumers co-operative retail stores..... 42,327,000. 
Business of co-operative retail stores. b.0: 2...) . GARE oo. ew oe baavene 19,840,000. 


The common ground, which approximates $20 million, equals nearly half 
the co-operative purchasing business but less than one per cent of the Canadian 
retailing total. It follows, therefore, that there need be very little correlation 
between co-operative purchasing and retail trade. In addition, the greater 
proportion of co-operative merchandising, especially in non-urban areas is of 
the wholesale rather than retail type. For example, the greatest proportion of 
co-operative petroleum business,—which alone constitutes one-fifth of the total 
co-operative purchasing volume—is sold in bulk to farmers, fishermen and other 
primary producers. With these severe limitations in mind, consideration can 
be given to the comparison set forth in Table XX XIII. 


TABLE XXXIII 
Indices of Co-operative Purchasing and of Retail Trade : Canada 
(1935-39 = 100) 


— Purchasing Retail Trade 


OSS We area ara inrare Sama mrins creeererrcr yy (0 02 GES} Ss BEER 40.3 73.4 
Bs aaa IIS ECHR SRO ne RS Tee Se eon ALE SG Kaa 44.0 82.1 
1935. #560! tne Delo dip aaa. Ne BAIS EC PARR AUGER Ae 70.4 87.1 
1986. se Sige porcelain nite Seminar ew pera aeni aren aannnreat acacia 90.1 94.7 
LOST re stn ees croc onde Sis ON Naess Oe Gee os Be eek Os a 110.7 107.2 
LOSS oo isin + MII A ness ean stats cs 5 RN Oocnctater es SMCS 5 112.4 104.5 
1939; dates, der Rte SO. bo se OO IO POORER cco site clos 116.4 106.6 
19 4O apr saasery eae 1 TORRE RGN NE IEE TE NOI id 142.6 121.2 
TOG] CAMBS vos sche ta ened c.c ceih oils ct RAP Date = hci ope MES NEL) «ho 204.1 141.4 
ie ERIKA SA REE TIC RUCR CRE SB OOS RICE 265.7 149.3 
1943.2 ABs. 5 s'sleig/ Mae iss «ob 2.)s REE: 3 oko a i Re Sek o 317.9 154.3 


The single striking fact brought out by Table X XXIII is the substantial 
excess of the co-operative index over the retailing index by 1948. With the 
co-operative index at 317.9 and the retail index at 154.3, in that year co-opera- 
tive merchandising had increased above its pre-war level just twice as far as had 
retailing in general. 
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Despite this comparatively sharp increase in co-operative purchasing 
activity in recent years, it should be borne in mind that the volume of this 
business is still very small in comparison with the volume of Canada’s retail 
trade. In 1943 co-operative purchasing totalled $65.5 million while the total 
of retail trade in Canada was $3,753.9 million. The co-operative figure was 
still less than two per cent of the retail figure. 


Co-operative Purchasing and Country General Stores 


A second comparison is also possible. This involves studying the devel- 
opment of co-operative purchasing in relation to country general stores. Less 
than half of the co-operative merchandising business in Canada is carried on by 
co-operative retail stores. Of the business done by these stores, something 
under one-half is carried on by country general stores—co-operatively owned. (1*) 
Co-operative stores of this latter kind accounted for over one-fifth of 
Canadian co-operative merchandising in 1941. A comparison between co- 
operative and non-cooperative country general stores sales would be highly 
significant. Annual data on the former, however, are not available. 

Therefore, a comparison on the basis of annual data involves including all 
co-operative merchandising, of which only about twenty per cent is related to 
country general stores. This procedure probably provides a better criterion 
than the comparison with retail trade generally. Both types of agency serve 
predominantly the same community—the rural. Hence it might be argued 
that fluctuations in farm income would be reflected in both types of retail 
outlet. However, sales of farm producers’ goods vary more sharply with changes 
in agricultural income and production than do sales of consumers’ goods 
distributed by country general stores. Table XX XIV presents this comparison 
for Canada asa whole. This table tends to substantiate the pattern indicated 
by the comparison with retail trade, although here again the limitations of 
these criteria must be kept in mind. 


TABLE XXXIV 


Indices of Co-operative Purchasing and of Country General Store Sales : Canada 
(1935-9 = 100) 


-- Co-ops General 
1939 «. Se eee. erate aa | erates cas cet tans sous nee BOT SL WE caine a tale « wale, oie 
DUDES «LGN Corie Mets Bay cose Grass Wane se FO COTE TT ee. OE RAC OT i sane tree 
NL BIGD ace SORE SIS. 2c Ran RRS aes OAR SRE are Pra ran tf Sos arene Oa Sar. cee ye 
OEE i J ghee apres Cyan a, en ee Ea SR Bc SPE eA et ead etre mere (EM Se 
LOSE 3: Pee Ee the at ener ne tas As oak tye else teed he's « 110.7 105.4 
LUGS Meee iat. Sub e Pe Reet ades src te tiie. Aorta s BE Sates 112.4 103.2 
DOGO). Ut Vine aaiteioi's Soe hc sence a ee reerec ie ats oo 116.4 100.7 
GY CO ete os IE Sn, DEE aim C oon nis Nici orien Otto: 142.6 106.7 
ON ces pe Sch: eae tie lathe oper ar arent are: beh eon ama 204.1 116.2 
LOAD PT Se Sere Mate ei oe iva: beim tree EDR eS as. graiens 265.7 132.9 
317.9 148.0 


This table indicates a much greater expansion in co-operative merchandising 
activity than in rural retailing generally, since the pre-war years. 


(4) The relationships are expressed for 1941, as follows, for all Canada: 


(a) Co-operative merchandising..............e++000> $ 42,327,000 
(b) Consumers co-operative stores. .........65-se eee Ue 


(c) Co-operative country general stores............-- 
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Increased agricultural production and income during the war years have 
resulted in a great increase in the use of feeds and fertilizers. (*) Feeds and 
fertilizers form a very considerable proportion of the total purchasing business 
of co-operative associations. Accordingly, it seems probable that the rela- 
tively rapid rate of increase of co-operative purchasing is in part attributable 
to their increased sales of this product. 


TABLE XXXV 
Commercial mixed Wheat millfeeds Mixed fertilizers 
—_ feeds Domestic Salat’ CA 
Preparation Consumption et Wed 
Tons Tons Tons 

LOSFIOIUD,, VIL MA ey SER eR Os EA, CER ENT 191,283 
LOSSUAAR Aarts» Lashes SHS 's SRA Ba. Bee 396,534 216,602 
pC ee eee eer 375,900 382,240 232,926 
TOg0 ee cat foe cams ears 413,257 380,133 261,083 
DOAICOD Metre etre tae kane 496,488 380,087 249,667 
1942) gos cd en ld BPN ta 649,938 581,750 347,411 
194304 cer Geert 805,618 737,043 417,699 
N46 hin fc sk Bcc oeatcarexsYal| yey ar oe RIES 758,834 455,875 
1943 asa % of 1989....... 214 193 180 


Table XX XV illustrates the rapid increase in Canadian consumption of 
commercial mixed feeds, wheat millfeeds and mixed fertilizers. 


Co-operative Merchandising Study in Saskatchewan. 


Another indication of the relative growth of co-operative merchandising 
sales is given by a Saskatchewan study published in Regina. (%) The estimate 
made there was that in 1938 co-operatives were competing in about half the 
trading areas in the Province, and for the sale of commodities representing 
slightly less than half the retail trade of the province. In those goods and 
services in which co-operatives were doing business in 1938, the co-operatives 
steadily increased their share of the provincial retail market from 1930 to 1940. 
The calculations from the Saskatchewan study are presented in Table X X X VI. (#7) 


TABLE XXXVI 


Sales Value of Goods and Services Merchandised co-operatively, Compared with Sales Value of 
All Similar Products and Services Sold in Saskatchewan (19380-1940) 


Calendar Year Per cent 
NEO Te OND. Saco Re APU PNG fA Stet de Sonevtc th Maye totems 3h on Rey tern ae De 
UD Sa es Rite i on oto RMS Amt catrors PR AeeW HEKOWA A eRe Bact CRUE ORRCERTRS Oi Oe, GLARE ae ccc 2.2 
JOR UA eka aod SAME P dt eegabbe oe Rea en sire.) ac -u Aiea a ne tee aes Sik Ais Goes Aaosd 2 DS 
LOSS Beers Se Se ee Ee et One ck Sd a bag, Be 263 
IEE Ye ER tg EEO, re ace AV Rr ROO A nip pO ROT RRO cad cas Saceeb eRe 2.3 
OS RNG at ere etcks. ces RTE eee ee, er dh oe Nn art Se one 
NOS ici tits ds ee ee eh eee ee ee) Ce See A ee Bhat 
NOS TA ee csv ce ctanad URIS eh eased ee in bac eee 3.5 
DAL Ss Soi ieee SE ah bk, alone PERE Ni) an sn gare nleaaceh URW Ean a -arsimah seth C4 c 4.4 
GSO geet ales vars cece Peie Gacaiers any etn tea ka dea Macensict <on haa eee ae ae any 
A OAQEI ITY Roa. Rely e ee Aes, fee bee a ON Og Bre Rohe ROR ere eee 6.0 


(45) This suggestion has been made by Mr. W. F. Chown of the Economics Division, Mar- 
keting Service, bepartment of Agriculture, and is used here with his kind permission. 

(6) A. H. Turner-Co-operative Purchasing Association in the Province of Saskatchewan, 
Part II (Regina : n.d., ca. 1941) 

(7) Thid:, p. 163 
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It must be kept in mind that the percentages in the above table do not 
represent the co-operative share of the Saskatchewan retail trade, but only the 
share of the lines of trade in which co-operatives were doing business in the 
province in 1938. These lines, as pointed out above, represented slightly 
less than half the total retail trade of the province. On this basis the co-opera- 
tive figure would approximate 3 per cent of total retail sales in 1940, instead 
of 6 per cent, and would be reduced for the other years accordingly. If co- 
operative merchandising figures for Saskatchewan are compared directly with 
total retail figures for the province for 1940 we get a percentage of 4.1, differing 
from the above indirect result because of some irregularity in the data. 

Incidentally a comparison of co-operative merchandising and of total retail 
sales in Saskatchewan for recent years yields the following: 


Year Retail Trade Co-operative Trade Per cent 
(000) (000) 
Me acta Bh fo a's 2 $174,235 $ 7,068 4.1 
TOS IA Pe Oe ee ewe, k 186,885 : 4.6 
A042! PORE AIG : API SRT ON, 194,855 11,225 5.8 
bO4G oye. Jasnsthiveieee. leh age 211,765 13,078 6.2 


This sort of analysis is not carried out more generally because it tends to be 
misleading. It would be wrong to say, for example, that co-operatives per- 
formed 6.2 per cent of Saskatchewan retail trade in 1943, for much of the co- 
operative merchandising business is of a wholesale nature, not included in the 
retail trade data. In a sense, then, the 6.2 per cent figure is arrived at by 
adding together some retail and some wholesale business and comparing the 
total with the retail total. 

One other figure mentioned in the Saskatchewan analysis cited above 
should be mentioned more by way of caution than for purposes of information. 
The figure is 7.6 per cent, and it represents the proportion between co-operative 
merchandising and total retail trade in similar goods and services at points in 
Saskatchewan where co-operatives were located in 1938. (#) Again that figure 
should not be taken to mean that co-operatives did 7.6 per cent of Saskat- 
chewan retail tradein 1938. Rather that in business centers where co-operative 
merchandising units were located, co-operatives sold 7.6 per cent of the goods 
and services of the kinds which they handled. 

Table XXXVI above makes it clear that co-operative merchandising 
was making steady gains in Saskatchewan throughout the 1930’s. It follows 
that the growth of the early 1940’s was not a new condition, resting exclusively 
or predominantly on changed tax relationships. It should be clear also that 
co-operative merchandising occupies a minor place in the Saskatchewan mer- 
chandising pattern despite years or even decades of persistent growth. 

One aspect of co-operative growth in the merchandising field has appeared 

. with particular reference to Saskatchewan, It is the question of change of store 
ownership from private to co-operative form, and it has come particularly to 
attention in the case of country general stores in Saskatchewan. In hearings 
held by the Commission in Alberta it was stated that in Saskatchewan in the 
first half of 1944, 171 retail stores were converted from private ownership com- 
panies into co-operative associations. (") Mrs. Neal, an officer of the Wartime 
Prices and Trade Board, stated under oath in Regina that in the twelve months 
of 1944, 59 such transfers had taken place. (”) 


18) Ibid., p. 20. 
(i) Haare. Royal Commission on Co-operatives, Vol. IV, p. 1262. 


() Ibid., p. 1263. 
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No single factor can be taken as a complete explanation for the transfer 
of store ownership from private to co-operativeform. With changesin methods 
of transportation and communication the whole structure of commodity dis- 
tribution has been revolutionized within the present generation. The country 
general store has been under pressure successively from the mail order house, 
the department store and the chain store for may years. In some cases the 
transfer from private to co-operative management is an attempt on the part 
of a rural community to prevent the loss of the last local general-merchandising 
unit. The success of such attempts has not yet been fully demonstrated. 


V. Summary 


The foregoing analysis has dealt essentially with the “commercial”’ types 
of co-operative activity in Canada, with the selling and buying of goods, with 
co-operative activities classified by Canadian governmental branches into 
“marketing” and ‘‘merchandising’”’. The marketing of agricultural produce 
at the local-assembly level predominates in Canadian co-operative marketing 
activities, though co-operation extends beyond the local field in some agri- 
cultural products, and extends to other primary products such as fish. The 
purchasing of farmers’ supplies at the retail level predominates in the field of 
Canadian co-operative merchandising, though here again co-operative efforts 
extend beyond the retail to the wholesale and even manufacturing level, and 
extend to the purchase of consumers’ goods by other than farm groups. 


Marketing co-operation far outweighs merchandising co-operation in Ca- 
nada, though the latter has increased its proportion of total co-operative busi- 
ness since 1933, from 5-7 per cent to 11-15 per cent of the total. In the prairie 
provinces the merchandising proportion remains relatively smaller than the 
Dominion average. For the Maritimes the merchandising business is 40 per 
cent of all co-operative business. Co-operative merchandising in Canada has 
increased more rapidly than co-operative marketing, and more rapidly in the 
prairie provinces, the Maritimes and Quebec than in Ontario or British Colum- 
bia. 


The problem set for this analysis was to determine, if possible, whether 
or not co-operative expansion in recent years has been more rapid than that of 
non-cooperative institutions engaged in similar work. Particular interest 
attached to the years since 1939 in relation to a tax investigation because of 
sharp readjustments of tax levies which became effective in 1940. Failing the 
possibility of direct comparison between co-operative and non-cooperative 
institutions comparisons have been made in this analysis between co-operative 
marketing data and cash income data in terms of specific commodities and 
regions. The difficulties and limitations of such comparisons have been made 
clear in the analysis, but certain reasonable inferences can be drawn. 


First, considering the co-operative marketing of farm produce. Indica- 
tions are that co-operative marketing agencies scarcely held their own from 
1939 to 1944 for Canada as a whole, that, in fact, non-cooperative marketing 
agencies may have slightly increased their proportion of agricultural marketings. 
Regions differed, however. In Quebec, Ontario and Manitoba agricultural 
co-operatives pretty clearly improved their relative position; they barely held 
their own in the Maritimes; they lost ground relatively in Saskatchewan, Alberta 
and British Columbia. 
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Grain and seed business comprise from 40 to 60 per cent (45.5 per cent in 
1943) of Canadian agricultural co-operative business. Such data, then, dom- 
inate the picture so long as totals only are considered. Grain and seed co- 
operatives (notably the wheat pools) have apparently not increased their 
share of the grain trade by any substantial amount in recent years. The 
evidence here is not selective enough, in fact, to say whether the c0-operative 


position has improved slightly or regressed slightly. As far as can be told the 
grain and seed position is little changed. 


Consider, then, Canadian agricultural co-operative marketing without 
grain and seed and the picture becomes much more clear-cut. Co-operatives, 
except grain co-operatives, increased their share of agricultural marketing 
business substantially since the pre-war years. The major groups wherein 
this condition is noticeable are dairy products, fruit and vegetables (including 
potatoes), livestock, poultry and eggs, and among minor groups with the same 
trend are tobacco, wool and fur. This was apparent for most regions for each 
commodity, but in differing degree 


. 


In Part III (B) are to be found rough estimates of the proportion of co- 
operative to total local-assembly business for each of the major agricultural 
products. Here again appears the tendency for co-operative proportions to 
increase in all major farm products except grain and seed. For the most part 
this tendency extends back to 1933, as far back as comparable data are available, 
and shows no clear-cut tendency to become more pronounced since 1939. 


In Part IV it became clear that Co-operative Merchandising had undergone 
a very rapid expansion since 1933, and this is especially true since 1939. Never- 
theless, co-operative merchandising remains a trifling proportion of Canadian 
merchandising totals, co-operative retail stores performing less than one per 
cent of Canadian retail business in 1941. 


VI. Tabular Supplement 


Data embodied in the following tables were secured from the Marketing 
Service, Economics Division, Department of Agriculture, Ottawa. They 
provide the basic co-operative data for the calculations presented in the fore- 
going analysis. 


Apart from minor gaps in the data, as explained in footnotes to various 
tables, the major omission in this supplement is the absence of any table indi- 
cating the value of grain and seeds marketed by co-operatives in each province. 
Data on this point have been made available to the Research Staff by the 
Economics Division, but are not for publication because of the requirement 
that the business statistics of individual firms be not disclosed. This require- 
ment has not, however, interfered with the calculations and analyses in terms 
of percentages and index numbers. 


Other product groups omitted from tabular presentation on a provincial 
basis are the following: tobacco; honey; maple products; wool; fur; lumber and 
wood; and miscellaneous. Apart from tobacco, the provincial data for which 
are not available for publication, the data for the others are of comparatively 
trifling amounts. 
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CANADA 


COOPERATIVE BUSINESS: BY PROVINCES: 1943-44 


INTERPROVINCIAL QUEBEC 
10% Vo 


ONTARIO 
1S% 


ALBERTA 
1S% MANITOBA 
10% 


SASKATCHEWAN 
29% 


FIGURE 2 


124 


CANADA 


VALUE OF COMMODITIES MARKETED BY COOPERATIVES: 
BY PROVINCES: 1943- 44 
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RELATIVE VALUE OF COMMODITIES MARKETED 
BY COOPERATIVES 1943-44 


DAIRY 
PROOUCTS 


LIVESTOCK 
18% 


GRAIN ANDO SEED 
57% 


FIGURE 4 


126 


CANADA 


MERCHANDISE DISTRIBUTED BY COOPERATIVES: 
BY PROVINCES 1943-44 
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CANADA 


MERCHANDISE DISTRIBUTED BY COOPERATIVES: 
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APPENDIX B 


The Organization and Operation of certain Canadian Co-operative 
Associations 


INTRODUCTION 


Canadian co-operative organization and practice is extremely varied. It 
is desirable, therefore, to supplement the summary description contained 
in the main Report by a more detailed analysis of the affairs of a sample of 
associations which were represented before the Commission or submitted re- 
ports to it. In this Appendix, there will be found a description of certain 
co-operative associations engaged (a) in the grain trade, (b) in the dairy industry, 
(c) in livestock marketing, (d) in handling and processing fruits and vegetables. 
In addition, the United Farmers Co-operative is examined as an example of a 
central organization engaged in marketing, processing, manufacturing and 
wholesale activities. The Canadian Co-operative Wool Growers Limited is 
included as a co-operative federation whose activities are nation wide. 

In treating the main fields of co-operative activities, the geographic con- 
ditions emphasize the general differences in practice in different provinces. 
Some of the associations mentioned illustrate the general industrial and geo- 
graphic pattern in so far as a pattern exists. Others exhibit interesting varia- 
tions from general co-operative practices. 


SECTION I 


CO-OPERATION IN THE GRAIN TRADE 


Genesis of Farmer Organization 


Farmer organization did not gain a foothold on the Prairies till the turn 
of the century. While the first co-operative was formed in Nova Scotia forty 
years previously, and the Grange movement spread into Eastern Canada 
from the South in 1872, these movements did not gain popular support in the 
West. It was only when the Western region began to suffer from the complexi- 
ties of a rapidly industrializing economy that enough solidarity of interest 
was aroused to encourage the first attempts at grain growers co-operation. 

Certain aspects of Canadian wheat production tend to enhance these 
difficulties. On the supply side there is concentration of wheat areas due to 
lack of alternative uses for wheat lands. For example, over three quarters 
of the cash receipts of Saskatchewan farmers came from wheat. Production 
is hazardous, both economically and climatically. Demands are relatively 
inelastic, price changes having little effect on the volume of consumption. In 
short, the inability of supply to adjust to demand makes wheat production an 
extremely precarious occupation. This is important to an understanding of the 
later difficulties in which the Wheat Pools found themselves. Much of the 
experience of the grain trade in the past fifty years can be traced to the peculiar 
economic and geographic environment within which agriculture is situated. 


Four phases are distinguishable in the evolution of Western co-operation. 

(1) The period 1900-1917, which saw the rise of the grain growers associations 
and the beginning of co-operative marketing activity. 

(2). The Wheat Board of the immediate post-war, which first taught the farm- 
ers the value of pooling. 

(3) The period 1923-31, in which pooling activity reached the proportions of 
large scale business enterprise. 
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(4) The return of the Wheat Board of 1935, which acted as a guarantor to the 
farmer of a minimum return for his product. 


The early history of co-operative development in Western Canada in- 
cluding the period which saw the rise of the farmers’ elevator companies during 
the period from 1900 to 1917, and the beginning of co-operative marketing activ- 
ity as well as the work of the Wheat Board during the period immediately 
following the first Great War which aroused interest in pooling, has been dealt 
with in numerous books and publications on the subject. This survey of co- 
operation in the grain trade, therefore, deals with the period from 1919 on 
including the operation of the first Wheat Board. 


The Wheat Board, 1919-20 


By the end of the war, both farmers’ companies and the Saskatchewan 
Co-operative Elevator Company, that is the United Grain Growers, had built 
up impressive records, and together handled 25% of all grain marketed in 
Western Canada. Several benefits to the farmers were claimed as a result 
of their activities. (5) 


(1) Dependence on private middlemen had been reduced. 
(2) The efficiency of marketing services had been greatly increased. 


(3) The profits of these marketing services had been returned to the farmer 
either in cash or in improved facilities. 


(4) Farmers’ organization had been greatly strengthened, especially from the 
legislature and protective viewpoint. 


However, the fact that these organizations operated ona profit-making basis 
(albeit distributed to the patrons), laid them open to inevitable criticism and 
suggested a new approach to co-operative marketing-pooling. ‘Henceforth 
the pooling method, first on a compulsory, then on a voluntary contract basis, 
became the objective of the majority of Prairie farmers.” (*) 

During the years 1917-18, and 1918-19 grain was marketed under the 
supervision of the Board of Grain Supervisors, which had the authority to fix 
a government guaranteed price both for domestic and export grain. The year 
1919-20 saw a continuation of central purchasing in Europe, and restricted 
shipping space, and this combined with a low wheat yield in Canada to bring 
about the establishment of the Canadian Wheat Board, with exclusive powers 
to handle the entire 1919 crop. / The Board differed from the Board of Grain 
Supervisors, in that it was a/marketing and not merely a regulating body. 
It acted as a compulsory natidnal pool, which bought all wheat at a fixed price, 
and issued a deferred dividend certificate. The Board’s powers expired in June, 
1920, but the dividend was so high, and the marketing so efficient that the 
grain growers began immediately to agitate for its re-establishment. 

With the expiry of the Board, ‘‘normal”’ trading resumed on the Winnipeg 
Exchange. This led to a price decline from $2.7814 in September, 1920, to 
$1.7614 in April 1921. The Canadian Council of Agriculture immediately 
sought remedial action. In 1922, a proposal was made for another Wheat 
Board, provided that at least two provinces ratified the proposal, so as to 
maintain its constitutionality. This was necessary because the extraordi- 
nary” conditions of the war no longer obtained. The idea was abandoned, 
however, because no competent person could be found who would accept the 
managerial responsibility. Premier Dunning of Saskatchewan then put for- 


(5) H. S. Patton — Grain Growers Co-operation in Western Canada — Harvard University 
1928, p. 189. ; 
(°) Ibid. p. 194. 
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ward an alternative proposal—that the government sponsor a voluntary pool on 
an optional (no contract) basis. However, the grain growers rejected this idea, 
because of the optional feature. With the failure to achieve a Wheat Board, 
the farmers turned again to independent action. 


The Wheat Pools 


In July, 1923, the United Grain Growers proposed that the Canadian 
Council of Agriculture sponsor a wheat pool, on a contract basis. However, 
no inter-provincial co-operative could be achieved, and at a conference in 
Regina, it was decided that each province establish its own pool, with a central 
selling agency to co-ordinate marketing policy. 

Accordingly, each of the three provinces took steps to set up such a pool. 
In Saskatchewan, the 8.G.G.A., and the Farmers Union were independently 
working on such a project. However, dualism was averted, when a California 
lawyer, with experience in Western marketing co-operatives, brought in in an 
advisory capacity, stressed the importance of unity. Thus, when the pool 
was established, for the 1923 crop, it received the united support of the farmers 
of the province. A similar pool was set up in Alberta. In Manitoba and 
Saskatchewan, the pools were set up too late to market the 1923 crop. For 
the 1924 crop, all three pools were well established. The sign-up in Saskat- 
chewan exceeded its objective of fifty per cent of the wheat acreage of the 
province, and evenin Manitoba, one third of all wheat acreage was placed under 
contract. Plans for the Central Selling Agency could not go forward. 

Federal incorporation was obtained, in 1924, for the Canadian Co-operative 
Wheat Producers, Limited, known as the Central Selling Agency Pool. This 
pool was set up with a capitalization of $150,000, and with equal representation 
from each of the three provinces, although Saskatchewan was the primary pro- 
ducer. Alexander J. McPhail, president of the Saskatchewan Pool, became 
president, also, of the C.S.A. An agreement among the three pools was 
reached to last over the crop years 1924-27, inclusive, but any pool could with- 
draw upon three months’ notice, before July 1st of any year. The provincial 
pools were still responsible for the recruiting of members, the maintenance of 
patronage, and the acquiring and maintaining of all terminal facilities; but 
sales were the responsibility of the central agency. 

From the year of its inception, until 1928-29, the year it reached its peak, 
the Pool, that is the Central Sales Agency, expanded continuously. During 
these years it handled over one billion bushels of grain, which was 52% of the 
wheat delivered by all Western growers. The Pool also assumed the respon- 
sibility of arranging for the financing of initial payments to the growers. The 
proceeds of the sales repaid the banks and provided for interim and final pay- 
ments. However, while much progress in pool marketing was made, some 
dissension among the three constituent pools handicapped the central agency, 
especially administratively. A particularly serious dispute arose over elevator 
policy. 


Pool Elevator Policy 


While the three provincial pools were very active in the grain marketing 
field, the United Grain Growers and the Saskatchewan Co-operative Elevators 
controlled elevator facilities, and the pools had to rely upon their co-operation 
for elevator accommodation. Accordingly, a movement was started within 
the three pools, to acquire their own elevators. Some plan of amalgamation 
was desired, but little basis of understanding could be reached because of a 
difference in outlook. The pools stressed the ‘functional’ aspect more than 
did the other two groups. 
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In 1925, the Saskatchewan Pool embarked upon a policy of acquiring its 
own elevators. By autumn of that year, the Saskatchewan Pool Elevators 
Limited had been set up, with 86 elevators ready for use. Finally, in April, 
1926, the Pool purchased the elevators of the Elevators Company, and effected 
the union of the two groups. 

However, the taking over of the United Grain Growers was not nearly 
so simple a matter. The Grain Growers were organized interprovincially, 
and the three Pools could not agree on a basis of mutual ownership. Finally, 
an offer was made in December, 1926, but the United Grain Growers refused to 
sell. It was felt that the Grain Growers facilities should be kept intact to 
meet the needs of non-pool producers. After this, the three Pools went ahead 
with their own elevator project. 

With responsibility for elevator facilities resting on the provincial groups, 
the Pool went ahead with its marketing activities. Steps were taken to extend 
its operations. Not only was a seat on the Winnipeg Grain Exchange acquired, 
but where possible, direct relations were established with buyers. The aim of 
the Pool was to raise prices and to reduce costs through marketing efficiencies, 
such as the elimination of middlemen where practicable. This policy of direct 
relations with the terminals enabled the Pool to surmount the crisis of 1925, 
when prices on the Exchange fell to a low level. On the whole, the Pool was 
meeting with considerable success. An aggressive sales policy had increased 
exports considerably. This was also the result of centralized marketing tech- 
nique. Secondly, the Pool developed a number of Pacific ports as centres for 
the export of wheat, notably Prince Rupert. Finally, the mass marketing of 
many varieties of wheat had necessitated the development of improved grading 
techniques. 


The Collapse of Central 


The year 1928-29 saw many difficulties which boded ill for the future of 
the Pool. For one thing, the existing contracts in the three provinces had 
expired and a re-canvass was necessary in order to maintain membership. 
This campaign was hindered by a movement from within the provincial pools 
for compulsory co-operation. Such friction handicapped the pools administra- 
tively. More important, the Pool was beginning to face very intensive com- 
petition in the European market. Not only were Russia and Argentina carry- 
ing on an aggressive sales policy, but the European buyers, resenting the idea 
of organized selling, were apparently fayouring these other countries at the 
expense of Canada. 2 

The high price at the beginning of 1929 encouraged a large initial payment. 
Financial weakness resulted from the subsequent decline in this price. The 
decline was brought about by a number of factors, including the development 
of a trade depression throughout Europe, which encouraged the erection of tariff 
barriers against imports such as Canadian wheat. The severe price fall on 
the Grain Exchange in October, 1929, left the pools with a large quantity of 
wheat of which they found difficulty in disposing. In the autumn of 1929, 
a crisis was precipitated which threatened the financial structure of the Pool. 

Several measures were adopted to meet this crisis. The protection of 
prices was attempted through hedging activities on the exchange. Also, a 
temporary guarantee was received from the governments of the three Prairie 
Provinces, which would protect the margins of the provincial pools with the 
banks, provided that Central pursued a “cautious selling policy”. It was 
agreed to ‘“‘sell wheat as the market will absorb locally, and continue to work 


as much as possible abroad”. (°) 


(7) H. A. Innis (ed) — The Diary of A. J. McPhail. (Toronto, 1940). 
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After the provincial guarantee expired, suitable arrangements respecting 
the financing of the 1929 crop were reached with the bankers, on the security 
of a letter signed by the three provincial premiers. A lower payment was 
made with respect to the 1930 crop. Also ‘“‘an agreement was reached on the 
26th August, 1930, between the Wheat Pool, the provincial governments and 
the seven lending banks that ‘all sales of wheat by Central are to be appor- 
tioned equally as to value between the old crops and the 1930 crop, in so far as is 
practicable’ ’’. (8) 

By October, 1930, prices had fallen to a “‘calamity’’ level—about fifty cents 
per bushel—and some sort of relief was urgently needed. The farmers felt that 
such relief could be found in Imperial preference, whereby it was hoped to stim- 
ulate export markets. However, little relief was forthcoming, and when the 
banks pressed for additional security, the pools were helpless. Mr. J. I. 
McFarland was appointed general manager on the express demand of the banks. 
This meant in effect that the pools had lost control of the Central Selling Agency. 
The idea of winding up the organization was under consideration, when no 
improvement in the situation was apparent by June, 1931. 


The problems with which the pools were faced, were truly formidable: (9) 
1. A debt of staggering proportions was owed. (Nearly $23 million). 
2. Prices were very low. 

3. There was a severe crop failure in Saskatchewan. _ 
4. The small Ontario pool, which had been established in 1928 by the 


United Farmers of Ontario, as an affiliate of the Pool, had collapsed 
altogether. 


Therefore, the provincial governments asked the Dominion government 
to establish a National Wheat Board to market the 1931 crop. However, the 
proposal was made too late to be effective, and an alternative was adopted. 
Each pool was to operate separately, using the existing elevator facilities. 
The pooling technique was sacrificed; grain was purchased outright, backed by 
government financial support. The contracts of the members were not enforced, 
and upon expiry in 1933, no attempt was made to renew them. Between 1931 
and 1935, pooling became very unimportant—only a very minor portion of 
Canadian grain was marketed in this way. The Central Selling Agency had 
ceased to operate entirely. 

The chief activities which the agency carried on between 1931 and 1935, 
under the direction of Mr. McFarland were directed toward stabilizing prices. 
‘“‘In speaking of the stabilization measures, all that may be said is that they 
consisted in holding unusually large quantities of grain out of the cash market 
for long periods of time, and adding to the Central Selling Agency’s cash wheat 
by the buying of futures. The reasons given for this policy were: excessive 
world supplies, a scarcity of buyers, and unusually low prices.’’ (°) 

The chief task facing the pools during this period was the settlement of 
the huge debts owed. An arrangement was made whereby those debts could 
be liquidated over a period of twenty years. The long uphill struggle to recov- 
ery then began. 

A resumption of pooling was desired, although on a compulsory and more 
comprehensive basis. In fact, agitation for compulsory marketing had begun 
in Saskatchewan in 1929. Progress in this direction was slow and unsatisfac- 
tory, and again government aid was sought. In 1933, a petition signed by 


(8) Ibid. p. 218. 
(?) Hugh Boyd. — ‘‘New Breaking’. (J. M. Dent & Sons, Toronto, 1938). 
(°) Report of the Royal Grain Inquiry Commission, 1938, p. 36. 
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107,000 people from Saskatchewan, asking for a marketing plan, was presented 
to the federal government. This case for national co-ordination was reinforced 
by the plan offered by the London Wheat Agreement of 1933, by which a quota, 
based on past sales, was allotted to each of the chief exporters. 


The Canadian Wheat Board 


Finally, in 1935, a national marketing board was set up, to pay a guaranteed 
minimum price to the grower. (This price was set at 8714c, initially). Dealing 
with the Board was entirely at the option of the grower. It operated over the 
1935-36 season. The Board, when it began operations, conducted an aggressive 
sales campaign, and succeeded in liquidating much of the excessive stocks it 
had on hand. Originally, Mr. McFarland was appointed as commissioner, 
but in December, 1935, he resigned and was replaced by Mr. J. R. Murray. 

“There is no doubt that the interest of the Canadian Wheat Board Act 
of 1935 was to protect the Canadian producers against untimely developments 
in the international wheat situation. In actual fact, the Canadian Wheat 
Board, through its power to fix a minimum price, through its power to receive 
Dominion financing, and through its power to transfer deficits to the Dominion 
government, really acts as a buffer between chaotic conditions in the interna- 
tional wheat market, and the farmers on the land of Western Canada.” (“) 

During the 1936-37 and 1937-38 seasons, the Board would have acted only 
if the price of wheat at Winnipeg fell below 90 cents. During these two years 
the price did not fall below this minimum, so that in effect, the Board’s activities 
were suspended. The action of the Board was purposely made neutral, during 
this period, pending the outcome of the inquiry being undertaken by Mr. 
Justice Turgeon. Mr. Justice Turgeon reported that under conditions existing 
at that time, it was advisable that the Board, as then constituted, be maintained 
as a safeguard against low prices. 

During the 1938-39 season, the situation changed. By July, 1938, prices 
declined sharply due to a large acreage, good yield, and relatively small demand. 
This meant that the Board again became active, in the marketing of the wheat 
crop, at a price of 80c. Practically all of the 1938-9 crop was marketed through 
the Board. 

In 1939, two further developments took place. The Canadian Wheat 
Board Act was amended to_limit the deliveries from any one grower to_5,000 
bushels. Anything in excess of this had to be marketed either co-operatively, 
or through the open market. Co-operative marketing was assisted by the 
Wheat Co-operative Marketing Act of the same year, _ By that Act, any co- 
operative association which agreed to maintain its initial payment at a level 
fixed by the government, had that initial payment guaranteed, in the event 
that the price of wheat fell below the given level. 

The Canadian Wheat Board has continued to operate since 1939, and 
from 1939-43, provided an RICE NYG TAeaROMRE henne’ in aap oe? ou 
unsatisfactory price movements. Since owing to the wartime eme 5 
all SE eatin ea has been marketed by the Board. In effect, the pools have 
continued to function merely as agents for the Board, | 

On September 27, 1943, three significant changes in Canadian wheat policy 
were introduced. (2) First of all, all trading on the Winnipeg Exchange was 
suspended. Secondly, the initial price for Number One Northern, at Fort 
William, was raised to $1.25. Finally, all unsold wheat of the 1940-41, 1941-42, 


(ujiGansda Year Book, 1939, p. 574. . 
(2) L. A. Skeock, Changes in Canadian Wheat Policy, Canadian Journal of Economics and 


Political Science. 
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and 1942-43 was to be purchased by the Board at the closing prices on the 
Exchange on September 27, 1943. 

This policy was introduced as a part of overall wartime control, and was 
the result of a number of factors. Firstly, transportation and labour difficulties 
set spot wheat ata premium over futures so that an inordinate spread developed 
between these two types. Under the program then introduced, the Board 
assumed all such carrying charges. Secondly, it was necessary to overcome the 
threat to price control that rapidly rising wheat prices constituted. Also, it was 
an attempt to help the farmer maintain income; low quotas were keeping the 
earnings of the farmer at an unduly low level, especially if prices were held down. 
Finally, it represented an effort to allocate supply in terms of the national policy. 

In summary then, this innovation of September, 1943, marked the intro- 
duction of complete government control in wheat marketing. Whether the 
problems of the post war agriculture best can be met with measures short of such 
compulsion remains to be seen. 

The vicissitudes and change in the grain trade are reflected in the changes 
in organization and policies of the Prairie Wheat Pools and Farmer Grain 
Companies. 


UNITED GRAIN GROWERS LIMITED 


This company was first incorporated in 1906 under the Manitoba Com- 
panies Act as the Grain Growers Grain Company. In 1911 the company 
applied for and obtained a special Act of Parliament incorporating the Grain 
Growers Grain Company Limited. In 1916 it amalgamated with the Alberta 
Farmers Co-operative Elevator Company and changed its name to United 
Grain Growers Limited. The Alberta Company was one of three farmers’ 
elevator companies which had been incorporated is Saskatchewan in 1911, 
Alberta in 1913, andin Manitoba, established as a government line of elevators 
in 1909-10. In 1912 the Grain Growers Grain Company acquired the elevators 
of the Manitoba government. (Proceedings p. 7153). Thus the United Grain 
Growers had, at the time of amalgamation, an elevator system in both Alberta 
and Manitoba. It has acquired other elevators and extended into Saskatche- 
wan and British Columbia. It now owns 529 country elevators, with a terminal 
at Vancouver and one at Port Arthur. (Proceedings p. 7143). The terminals 
are owned by the company but operated by a wholly owned subsidiary, the 
Grain Growers Terminals Limited organized in 1926 as a joint stock company. | 
(Proceedings p. 7227). 

Another wholly owned subsidiary, United Grain Growers Securities Com- 
pany Limited, incorporated in 1928, acts as insurance agent to handle all the 
insurance business on the properties of the United Grain Growers and the prop- 
erty and crops of its members and some non-members. (Proceedings p. 7224). 

In addition to handling grain, the company also does a large farm supply 
business in binder twine, coal, flour, feeds, salt, oil and greases and other articles. 

Through two wholly owned joint stock subsidiaries, the Public Press 
Limited, incorporated in 1907, and the Grain Growers Guide, later changed 
to Country Guide, and incorporated in 1907, the company publishes the 
Country Guide and conducts a general job printing business. 

Two other joint stock subsidiaries, the Grain Growers Export Company, 
Limited, and the United Livestock Growers Limited, have been inactive for 
years. 

The Grain Growers Grain Company Limited had an authorized capital 
of $2,000,000.00 in shares of $25.00 par value. Holding was limited to farmers 
and their wives with a limit of forty per person. Voting was on the principle 
of one man one vote. Authority to distribute patronage was granted but to 
shareholders only, and only after paying at least eight per cent interest on 
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shares. In 1915, the Act was amended to permit payment of patronage divi- 
dends to non-shareholder patrons as well and the interest rate payable on share 
capital as a prerequisite to patronage dividends was left to the discretion of the 
directors. 

For purposes of administration, after 1916, the 35,000 members were 
grouped into 281 locals of sizes varying from 50 to around 200 members each. 
(Proceedings p. 7214). Hach member has one vote in the local to elect a 
delegate to the annual meeting, and each local is represented by one delegate. 
The delegates elect four delegates each year for a three year term. There are 
therefore twelve directors, four of whom are retired each year. 

At the same time the capital was increased from two to five million dollars. 

With the passage of time, inevitably since no specific provision had been 
made to keep shares in the hands of farmers, shareholding became partly di- 
vorced from farming. To meet this problem, an amendment of 1940-41 made 
provision for dividing the $25.00 shares into Class “‘A” preferred and Class “B”’ 
shares. Class “‘A” are of a par value of $20.00 redeemable on call for $24.00, 
limited as to dividend to 5% non-voting, and limited to 250 shares per person. 
Class ‘“‘B” are of a par value of $5.00, are required to qualify the member for 
voting, limited to farmers and lessees or owners of farm land, and in numbers to 
twenty-five per person. Ownership carries the right to participate in patronage 
dividends. The company has the right to repurchase and must resell this class 
since it may not hold more than 10% of the total outstanding at any time. 
(Proceedings p. 7152 and 7160). 

The original company attempted at an early date to exercise its right to 
pay patronage dividends and was expelled from membership in the Winnipeg 
exchange. The demand was dropped. After 1912, the surplus earnings of 
the company were absorbed in the acquisition of elevator facilities and hence 
the question of patronage dividends was not important. (Proceedings p. 7168). 
From 1925 to 1929, dividend certificates were issued on a patronage basis and 
all but the last issue were redeemed at one cent per bushel. The last year 
merged with the beginning of the long period of financial difficulties. (Pro- 
ceedings p. 7169). In 1940-41, $200,000.00 was paid as patronage dividend 
at a rate of one half cent per bushel. Since that time substantial sums have 
been set aside, but not paid out pending clarification of the tax position. 


SASKATCHEWAN CO-OPERATIVE PRODUCERS LIMITED 


Brief History of Organization 


The Saskatchewan Co-operative Elevator Company was incorporated in 
1911 as part of the general movement toward farmers’ grain companies in the 
Prairie Provinces. The provincial government agreed to advance to local 
associations organized at shipping points 85% of the capital subscribed to 
build elevators on condition that the subscribing members had paid up 15%. 
These locals were organized under the Elevator Company. The company 
retained surpluses for its own purposes, or paid them out as dividends on stock 
rather than on a patronage basis, although it had power to do the latter. _ 

After the Canadian Wheat Board had marketed the 1919 crop without 
using the futures market, the farmers pressed for the continuance of the Board, 
but were not successful. By 1923, the farmers had turned to pooling as an 
alternative to a government board. (Proceedings p. 6616). The Suuepaeuui 
wan Wheat Pool was incorporated in 1925 as a co-operative under the naa 
chewan Companies Act with 100,000 shares of $1.00 stock authorized. i is 
was later increased to 200,000 shares. Shareholding was limited to one shans 
per individual and payment of interest was forbidden. Until 1932 member- 
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ship involved purchase of a share and signing a marketing contract to deliver 
all wheat to the association. The contract was not to be operative until one 
half the wheat acreage of Saskatchewan was under contract. The Pool started 
business in 1924 with 47,000 members. Membership is now over 100,000. 


The contract provided for an advance at the time of delivery of the grain 
and for a final payment or balance to be paid after meeting costs and setting 
aside two reserves, the elevator deductions and commercial reserve deductions. 
These were set at a maximum of two cents per bushel and 1% of the gross sales 
respectively. 

The Pool deducted $12,188,000.00 as elevator reserves from 1924 to 1928. 
Commercial reserve deductions amounted to slightly over $6,500,000.00. (Pro- 
ceedings p. 6651). In return for these deductions the member received certifi- 
cates representing his equity in these reserves. From 1925 to 1931, 6% interest 
was paid on the elevator certificates. This was dropped from 1931 to 1942. 
In 1943 and 1944, 3% was paid. Previous to 1928, 5% was paid on commercial 
reserves. (Proceedings p. 6738). 


There are sixteen administrative divisions in the province which are further 
subdivided into ten or eleven subdivisions each. Each subdistrict elects a 
delegate annually and the delegates in turn elect one of their members as a 
director to represent the district. The delegates attend the annual meeting 
and also district meetings with expenses paid, and receive a per diem allowance. 


Subsidiaries and outside connections. 
1. Saskatchewan Pool Elevators Limited 


At first the Pool, as agent, marketed grain delivered by its patrons through 
established elevator companies. However, it made provision for capital ex- 
pansion by means of elevator reserves and commercial reserves. In 1925 the 
Saskatchewan Pool Elevators Limited was incorporated under the Saskatche- 
wan Companies Act with an authorized 10,000 shares at $10.00 each. This 
has gradually been increased to 1,500,000 shares (Proceedings p. 6623). The 
entire amount of the elevator deductions was invested in Saskatchewan Pool 
Elevators Limited to facilitate purchase or erection of elevator facilities. In 
1926 the Company purchased the entire holdings of the Saskatchewan Co-oper- 
ative Elevator Company Limited including about 450 country elevators; two 
. terminals at Port Arthur and a transfer elevator at Buffalo, N.Y. (Proceedings 
p. 6614). At present it owns 1,125 country elevators, as well as terminal and 
transfer elevators. 

The parent company holds all the shares of the Elevator Company except 
sixteen qualifying shares allocated to the Pool directors. These are transferred 
to new directors automatically. The Elevator Company pays to members 
only, refunds of excess charges on the basis of the volume of business during the 
preceding twelve months. From 1932 to 1938, the refunds were paid on the 
basis of business done during the entire period rather than on a yearly basis. 
The rates of refund differ as between kinds of grain. (Proceedings p. 6627). 


A form of revolving fund is used. The Elevator Company withholds part 
of the refund and uses it to buy up elevator and commercial reserve certificates 
from estates of deceased members, from members who have stopped farming, 
and from members over sixty-five years of age. These certificates are then 
placed to the credit of the patrons who otherwise would have received cash 
asrefund. By this means the “deadwood” is bought out and reserve certificates 
are held roughly in accord with current patronage. The scheme differs from 
the usual revolving fund in that old certificates are not redeemed and replaced 
by new ones. Rather they are transferred always in the direction of posses- 


143 


sion by more active members. The original elevator and commercial reserve 
fund thus becomes perpetual and new investment by more active members 
replaces investment by retiring members. 


The Elevator Company also charges the customary handling and storage 

charges of the grain trade and asserts that it has been instrumental in reducing 
these charges over the years. (Proceedings p. 6629). 
: Previous to 1932, the members were under contract to the Pool, the orig- 
inal contract having been renewed at the time of expiration. Pool members 
were released in 1931 from the necessity of dealing only with the Pool, and 
the Elevator Company adopted the policy of buying grain from Pool members 
and others making delivery to country elevators. Pooling was not completely 
abandoned; a small amount of grain was handled on a voluntary pooling basis. 
The bulk, however, was bought outright. (Proceedings p. 6674). Grain 
bought was handled at current market prices. After 1937, the Canadian 
Wheat Board entered into contracts with grain companies, pool and non-pool 
alike. The Saskatchewan Pool Elevators acted as agent handling grain specif- 
ically earmarked by the producers for the Board. Board deliveries were 
limited on bushelage per acre basis which varied from year to year. The 
Elevator Company dealt in grain beyond this amount on its own account. 


2. Saskatchewan Pool Terminals Limited 


This Company, incorporated in 1927 under the Dominion Companies 
Act with an authorized share capital of 500 shares of $100.00 denomination, 
was organized to operate the terminal elevator facilities of Saskatchewan 
Pool Elevators Limited. One hundred and sixteen shares have been allocated; 
100 to the parent company and one each as qualifying shares to the sixteen 
directors of the parent company. The Board is, therefore, identical with that 
of the Saskatchewan Co-operative Wheat Producers and with the Pool Elevator 
Company. Pool Terminals is a member of the Winnipeg Grain Exchange. 

Pool Terminals lease the terminal facilities from Pool Elevators and pay 
rent for them. After deducting operating costs it pays all surpluses to Pool 
Elevators. It pays no interest or dividend on share capital. (Proceedings 
p. 6662). 

In its export business Pool Elevators buys grain from the Wheat Board and 
buys from and sells to other companies. 


Interprovincial Subsidiaries 


Several subsidiaries are owned and operated jointly by the Saskatchewan 
Wheat Pool and the other Pools. 

1. Canadian Co-operative Wheat Producers Limited was incorporated 
as a joint stock company with the stocks held by the three Pools. It acted 
as a central selling agency until 1935. Since that time it has functioned as a 
wheat pool policy organization without commercial activity. 

2. Canadian Pool Agencies Limitetl and Pool Insurance Company are also 
organized as joint stock companies for the purpose of providing insurance 
services to the Pools. 


Other Subsidiaries 


There are three subsidiaries which are not directly concerned with grain 
marketing. All have joint stock company organization and the stock is owned 
by the parent company with qualifying shares for the directors, who are the 
same as for the parent organization. 
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1. The Saskatchewan Co-operative Livestock Producers Limited, incor- 
porated in 1926, was taken over by the Wheat Pool in 1944, and its charter was 
amended to permit organization on the pattern of the subsidiaries of the Pool. 
It operates as a livestock pool distinct from Pool elevators which is the grain 
marketing medium. 

2. Saskatchewan Wheat Pool Construction Company was incorporated 
in 1929 to provide construction facilities for the Pool organization. 


3. Modern Press Limited was incorporated in 1931 to absorb a publishing 
firm to which the Pool had advanced considerable money to provide a pool 
publicity outlet. It also does general job printing. 


THE ALBERTA WHEAT POOL 


The organization of this Pool is in the main similar to that of the Saskat- 
chewan Pool although, because of the narrower range of activities, it is some- 
what simpler in structure. It was incorporated in 1923 under the Co-oper- 
ative Association Act of Alberta, which incorporation was confirmed by the 
Alberta Co-operative Wheat Producers’ Act 1924. There have been subse- 
quent legislative modifications of its charter. 

Grower control is provided for by dividing the province into seven areas, 
each of which contains ten subdistricts individually represented by a delegate to 
the annual meeting. The seventy delegates elect the seven directors who, 
unlike their counterparts in the Saskatchewan Pool, are not required to be dele- 
gates. 

A joint stock company, Alberta Pool Elevators, was created by the Alberta 
Wheat Pool to construct and purchase elevator facilities in Alberta. Alberta 
Pool Elevators operated three elevators in 1925-26, forty-two in 1926-27 and 
now owns 438 country elevators, (Proceedings p. 6898), a terminal elevator in 
Vancouver, and one at the head of the lakes. The Elevator Company operated 
the elevators until 1931 when they were leased to the Alberta Wheat Pool 
which has since operated them itself. All shares of the elevator company 
except directors qualifying shares are held by the Wheat Pool. 


Like the other Pools, the Alberta Wheat Pool has an interest in Pool 
Agencies Limited, Pool Insurance Limited, and the central selling agency, 
Canadian Co-operative Wheat Producers Limited. It has no other subsid- 
iaries or interests; nor has it an export department (Proceedings p. 6972). 


Membership at first involved signing a marketing agreement which ap- 
pointed the association sole and exclusive agent, and in effect required the 
member to market all his wheat through the Pool. The member was also 
required to hold one share. (Proceedings p. 6890). In the reorganization 
of 1929, share capital was abolished and monies received for share capital 
were repaid to members. In 1931, members were relieved of the obligation 
to market conclusively through the Pool, even though in 1927 the members 
had signed a new five year contract to be effective from 1928 to 1932 inclusive. 
From 1931 to 1939 when the Act was amended, there was no method by which 
a farmer could become a member. (Proceedings p. 6973). The 1939 amend- 
ment established a procedure for new memberships. Any grower could become 
a member by making a written application, if he had not signed a marketing 
agreement, had delivered 500 bushels of grain to Alberta Pool Elevators from 
1935 to the time of making application, and had acquired a certain interest 
in the elevator or commercial reserves (bylaws). Provision was made in 
amendments to the bylaws which permitted the Pool to purchase reserve certifi- 
cates and re-issue them to new members. (Bylaws p. 29). 
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Thus membership at first involved a written contract or marketing agree- 
ment, and purchase of a share. Members had an equity in the commercial 
and elevator reserves which were collected from 1924 to 1928 inclusive. Share 
capital was abolished and commercial and elevator deductions were suspended 
in 1929. Difficulties related to the 1929 overpayment and the collapse of prices 
forced the release of members from the marketing agreements in 1931. No 
new membership policy was established until the association was recovering 
from its financial difficulties toward the end of the 1930’s when a modified 
procedure was adopted. 

Capital was first raised by requiring each member to purchase a share of 
par value of $1.00. Provision was made in the 1929 reorganization to pay back 
the money raised on share capital and to finance without share capital. The 
Pool was given power in both agreements to deduct for elevator reserves two 
cents per bushel, and for commercial reserves one per cent of the sale price. 
As with the Saskatchewan Pool, the deductions were actually made from 1924 
to 1928 inclusive. The member received a participation certificate. Elevator 
reserves were earmarked for elevator purposes only. It was intended that 
deductions would be continued and used to retire earlier deductions. (Pro- 
ceedings p. 6891). This policy was not carried out. By an amendment to the 
bylaws, the association agreed to make no deductions for the year 1931 as 
elevator or commercial reserves, or on account of the 1929 overpayment. 
(Bylaws p. 16). Interest was paid on elevator reserves from 1926-1929 
and on commercial reserves, in 1928 and 1929 (Proceedings p. 6985). 

The elevator deductions were used to purchase shares in Alberta Pool 
Elevators Limited. In addition, loans were made from the commercial re- 
serves to the Elevator Company. Operating capital for the Elevator Company 
was procured by borrowing on the credit of the subsidiary and the Pool itself. 
The money was advanced by the chartered banks under an agreement which 
required that the Pool would maintain a margin of fifteen cents between the 
market price and the money borrowed for purposes of making the initial pay- 
ment. The 1929 collapse of prices, following an initial price of $1.00 per 
bushel, wiped out the margin. The Government of Alberta, as did the Gov- 
ernments of Saskatchewan and Manitoba, guaranteed the banks for the ad- 
vances for the initial payment. Alberta Pool losses in 1929 amounted to 
$6,429,000.00. Assets of the Alberta Pool and the Elevator Company were 
mortgaged to the government, which in turn issued bonds, payable in 1951, 
to the banks. By Chapter 8 of the statutes of Alberta, 1932, it was provided 
that members could not withdraw any monies from the elevator or commercial 
reserves pending payment of the Pool debt to the government. 

Previous to the season of 1927-28, the Elevator Company paid its earnings 
to the Pool, which added those earnings to the final payment for the grain of 
the members. This was paid to members whether they were patrons of the 
pool elevators or not, in recognition of their investment, through deductions, 
in the elevator facilities. 

An attempt in 1928 to operate without levying elevator handling charges 
was prevented because some line companies, 1n localities where pool elevators 
did not operate, had contracts to handle pool wheat. Had this plan negn 
operated, it would have largely eliminated patronage dividends since initia 
payments would have been higher while handling costs would niece oes Pao 
of general revenue. Surplus ayallan iE al Pulte DS would, therefore, have 

d by the amount of the handling charges. 
ie Sea ah dividend was paid in the difficult years from. 1928 to 1941. 
In the latter year, patronage dividends were re-introduced. Pesan were 
based on the business of 1938 and following years. For 1938 and ra 3 pays 
ments were in cash. For 1940 payments were partly in cash and partly place 
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to reserve. (Proceedings p. 6977). Subsequently, payments were in cash until 
1943. 

Between 1931 and 1940, the Pool was able to pay interest on the govern- 
ment loan but was unable to redeem elevator or commercial reserve certifi- 
cates. After 1940, the earnings were used to pay patronage dividends, to pay 
principal and interest to the government on account of debts, to buy up reserve 
certificates and to increase operating capital. (Proceedings p. 6986). In so far as 
reserves are transferred to new members, the Pool is using a modified revolving 
fund somewhat similar to that of the Saskatchewan Pool. 

Under its early policy the Pool made an initial payment to the patron 
which was considered safe by the management. It was not the market price. 

After 1931, the price paid was the market price, except to those who elected 
to carry on voluntary pooling. The bulk of trading was on a purchase and sale 
basis. From 1935 until 1942 the Pool could sell on the open market, or through 
the Wheat Board on a fixed price. From 1943 the Wheat Board became the 
sole purchaser and the Pool acted, in effect, as an agency of the Board within 
the floor and ceiling prices set by the Board. Coarse grains were bought under 
Board Control after 1942. (Proceedings p. 6940 and 6953). The elevator com- 
panies operated on a signed agreement renewable annually with the Wheat 
Board which forbade them buying wheat except as agent for the Board. 


THE MANITOBA POOL ELEVATORS 


Co-operative wheat marketing in Manitoba has developed a somewhat 
different organization to those existing in Saskatchewan and Alberta. Im- 
petus to organization was similar in all three provinces but the actual form 
varied. 

The Manitoba Co-operative Wheat Producers, hereinafter called the 
Wheat Pool, was incorporated by Chapter 130 Statutes of Manitoba 1924. 
The urge to organization was stimulated by the experience with the govern- 
ment Wheat Board which had marketed the 1919-20 wheat crop. The Mani- 
toba company corresponded to the Alberta Wheat Pool and the Saskatchewan 
Co-operative Wheat Producers Limited. As in the case of Saskatchewan and 
Alberta, an elevator company was also established. The Manitoba Pool 
Elevators Limited, hereinafter termed the Elevator Company, was incorporated 
by Chapter 113 Statutes of Manitoba 1925. 

The principal difference between the Manitoba organization and that in 
the other two provinces was in regard to the local associations, and their relation- 
ship to the Wheat Pool and the Elevator Company. In Manitoba the locals 
have separate corporate existence and operate on a contract basis with the 
Elevators Company. A local association was established in each case where 
the elevator company acquired an elevator. The elevators were leased by 
the elevator company to the locals which were given the option to purchase 
them outright. 

The local associations sign two contracts with the elevator company. 
One contract requires the local to purchase the country facilities. The second 
contract is an operating agreement which appoints the elevator company the 
manager of the country elevator for the local association. (Proceedings p. 7119) 

When first established the locals operated on a contract with producer 
members. Each member was required to purchase one non-interest bearing 
$1.00 share. After 1931 the signed contract requiring delivery was dropped. 
Voting was on a membership basis. In 1940 by Chapter 8, Statutes of Mani- 
toba, share capital was abolished and the share capital collected declared a 
membership fund. Membership is limited to grain producers. Each local 
association is controlled by a board of seven directors elected from among the 
members. 
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In their operations the locals advanced an initial payment to th - 
bers based on quantity and quality. They also daduitddantttag 2c fest Beisel 
to cover costs. If a surplus resulted it was paid out as a patronage dividend 
If a deficit resulted on the basis of the 214c¢ deducted it was met out of the 
general surplus. (Proceedings p. 7020). After 1931 and until 1937 the local 
associations were prevented from paying a patronage dividend because of the 
adverse financial position and of the four party agreement. 


The elevator company acquired 152 country elevators from 1925-1930. 
Capital was supplied by the Wheat Pool. An additional 28 country elevators 
were acquired after 1931, making a total of 180 (Proceedings p. 7016). After 
1931 the elevators company acquired two terminal elevators, one at Fort 
William and one at Port Arthur. 


The Manitoba Wheat Pool acted chiefly as a selling agency (Proceedings 
p. 7055). It had contracts with growers through the (otal SRR Piie 
permitted it to make commercial and elevator deductions, for which it issued 
participation certificates (Proceedings p. 7055). The elevator company had an 
authorized capital stock of 1,000,000 shares and was to start Operations only 
after 10% of these had been subscribed and 10% of the subscriptions paid up. 
The Wheat Pool subscribed for the necessary 100,000 shares and paid up $10,- 
000.00 or the necessary minimum. 


The Manitoba co-operative organizations experienced the general diffi- 
culties of 1929-30. Only 30 of the local associations were able to meet all of 
their obligations. Twenty-seven met all obligations except part of depreciation 
and capital repayments. The remaining 94 showed an operating deficit 
(Proceedings p. 7023). Overpayment to the growers in face of collapsing prices 
resulted in government assistance. By Chapter 57, Statutes of Manitoba 
1931, the Government of Manitoba guaranteed the credit of the Wheat Pool 
with the banks. The government was given a first lien on the property of the 
Wheat Pool and the elevator company. The liability incurred to the govern- 
ment was $3,400,000.00 while realizable assets amounted to $2,400,000.00 
payable by the locals on leases and purchases of elevators to the elevators com- 
pany. In 1931 the government took over the entire assets including the coun- 
try elevators, and shortly thereafter the Manitoba Wheat Pool went into 
bankruptcy. Since that time the Pool Elevators Company has more or less 
taken on the role of the Wheat Pool. 

The reorganization of 1931 necessitated by the financial difficulties en- 
countered was formalized by afour party agreement among the local associations, 
the Elevators Company, the Wheat Pool and the Provincial Government. 
The leases of elevators by the elevators company to the local associations were 
cancelled. The local associations were required to buy them at an aggregate 
price of $2,100,000.00. The purchase money was to be collected by the ele- 
vators company from the locals, and held in trust, payable on demand to the 
government. The government agreed to accept $2,100,000.00 with interest, 
in full payment. The whole administration was centralized by turning the 
management of the locals, including accounts of local associations with their 
producer members, over to the Elevators Company which, in effect became the 
managing agency for the local associations and the trustee for the government 
interest. A special reserve was established to protect the government. The 
elevator company was authorized to deduct monies normally payable by it toa 
local association up to 10% of the total capital cost of the country elevator and 
other properties purchased from the Elevators Company. The fund was to be 
deposited in the banks to reimburse the government for any loss arising out of 
the failure of a local to meet its capital obligations to the Elevators Company 


on behalf of the government. 
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The experience of the elevator company with regard to working capital 
serves to illustrate the difficulties of financing some co-operatives and suggests a 
strong impulsion to reliance on capital supplied internally. From 1925 to 1931 
there was very little capital available. The company had a paid up capital of 
$10,000.00 and a contigency reserve of $73,700.00. Working capital was largely 
borrowed on Wheat Pool guarantee from the banks. The 1931 four party 
agreement made no provision for working capital. Without the Wheat Pool to 
guarantee loans, and in the face of the serious financial reverses the banks 
refused credit. The Provincial government which had replaced the Wheat Pool 
as the principal creditor advanced $300,000.00 as a callable loan and postponed 
payment of its claims against the Elevators Company. When this failed to 
satisfy the banks the Dominion Government guaranteed the bank loans. 
These accommodations were later extended (Proceedings p. 7023). 

The agreement of 1931 had retained individual accounting as between 
the elevator company and the local associations. By an amending agreement 
in 1933 this principle was abandoned in favor of pooling all revenues received 
by the Elevators Company on behalf of the local associations. The elevator 
company was empowered and required to meet all expenses of operation, to 
pay the government all principal and interest due to the elevator company on 
government account, to make direct contributions to the special reserve, and to 
retain the balance until a working capital reserve of $400,000.00 had been 
accumulated. Thus the obligation to the government was centralized and 
responsibility for its payment taken from the local associations who had become 
the direct owners of the facilities. At the same time provision was made for 
raising necessary working capital internally. (Proceedings p. 7025). 

The 1933 agreement prevented the payment of any patronage dividend 
by the local association to its members since any surplus on behalf of the trading 
of any local was withheld by the Elevators Company and used as required by 
the agreement. Since the financial position had improved, a new agreement 
in 1986 provided that local associations, on whose account the elevator com- 
pany had set aside in the special reserve 10% of the capital cost of the elevator 
and other facilities owned by the local, would in future have set aside only 50% 
of the net surplus, the remainder being available for patronage dividend. The 
remaining locals which had not reached this stage were to have 50% of the net 
surplus placed in the special reserve, 25% in working capital and 25% available 
for patronage dividends. (Proceedings p. 7026). At the same time the 
elevator company began refunding money to those who had made the earliest 
contributions. This revolving fund plan has been continued ever since. 

The Manitoba co-operative wheat marketing organizations have not 
extended their operations horizontally to the same extent as in Saskatchewan. 
Of some interest is the organization of a co-operative seed cleaning and market- 
ing program with ten locals. This development is not of great significance for 
the present investigation. 

The pattern of co-operative marketing of grain in Manitoba differs consid- 
erably from that in Saskatchewan and Alberta. But with the passage of time, 
and subject to the same severe economic pressures the difference was diminished 
by a process of reorganizations and adaptations. The original organization 
involving the Wheat Pool, the elevator company and the local autonomous 
associations involved membership of the producers in the locals on a contract 
basis. Each local was in effect a small pool delivering grain as an individual 
unit to the elevator company as the instrument of the Wheat Pool. The latter 
organization had as members the local associations and accounted to these 
association members for the surplus derived from the sale of their products. 

The economic difficulties following 1929 resulted in altered relationships. 
Government assistance was made conditional upon a heavier responsibility 
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assumed by the locals. Ownership of the country elevators passed to the locals. 
Financial difficulty resulted in the bankruptcy of the Wheat Pool. Failure 
of the locals to meet their obligations to the government indirectly through the 
elevators company forced a greater centralization of control and management 
in the hands of the elevators company as the surviving central body. Contract 
pooling was abandoned as a major trading policy and the payment of an initial 
payment equivalent to the market price instead of an arbitrary initial payment 
became the practice. Patronage dividends were discontinued during the period 
of stress, and the pooling of costs for the entire producer group, rather than 
specifically for each local, was established. Price policy continued to be 
directly based on market prices even with the return of prosperity. Patronage 
dividends were resumed, and a revolving capital plan replaced share capital. 
Reliance on external borrowings and government assistance has gradually been 
replaced by internal financing under control of the Elevators Company. With 
the shift to a market price policy and the termination of compulsory deliveries 
by members the peculiar deduction policy of 2/4c per bushel was replaced by 
the standardized charges of the grain trade. The co-operative organization as 
well as the financing plan has been simplified and rendered more flexible in the 
more centralized form. 


SECTION II 


DAIRY CO-OPERATIVES 


Co-operative associations in the dairy industry illustrate a great variety 
of methods of securing members. They exhibit, as well, a great variety of 
forms of structural organization. Some of the associations have a long history. 
They were formed when co-operative legislation in Canada was much less 
adequate than it is at present. Others have been organized more recently. 
Changing and varying methods of organization and operation are well illus- 
trated. The differing practices of associations primarily engaged in the dis- 
tribution of fluid milk and those concerned more largely with processing is 
particularly interesting. 


Membership Qualifications 


The general trend in member relationships with the Associations has been 
away from formal written agreements and considerable share capital require- 
ments in the direction of patronage membership with a nominal membership 
fee. At present many varieties of requirements exist. 

Definite membership or marketing contracts are required by the Fraser 
Valley Milk Producers which also requires each member to subscribe to ten shares 
and to be a milk producing resident of the Fraser Valley. The Central Alberta 
Dairy Pool requires payment of a $1.00 membership fee and the signing of a 
marketing contract. The Co-operative Milk Company Calgary requires the 
member to sign a standard marketing contract. The Morrell Creamery Co- 
operative Association Limited of Prince Edward Island requires purchase of a 
share and signing of a contract. In a few cases there are non-financial require- 
ments suchas the delivery during a given period of time of a certain amount 
of milk. Of seventy-three associations and companies examined, twenty- 
four enter into written contracts with their members. 

The trend away from a contractual basis 1s illustrated by the Northern 
Alberta Dairy Pool which formerly required a standard marketing agreement. 
By 1936 less attention was paid to this requirement and an application form 
was introduced as sufficient to indicate membership. In 1939 non-contractual 
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associate membership was established. Under this arrangement shippers are 
classed as associate members and become full members with voting privileges 
when a membership fee is deducted from the proceeds of the sale of the product 
shipped. Similarly, the Southern Alberta Dairy Pool abandoned contract 
pooling in 1936, and now requires only delivery of some of the product and the 
payment, through deductions, of a $1.00 membership fee. The Manitoba 
Co-operative Dairies is substantially the same. The Dairy Co-operative 
Marketing Association of Saskatoon requires a $10.00 membership fee from 
fluid milk shippers and a $3.00 fee from cheese milk and cream shippers. Ship- 
pers in the latter group are classified as associate members until the member- 
ship fee has been deducted. They have credited to them any allocations in 
the same proportions as other members but are denied any rights to the allo- 
cations until they become members by payment of the fee. The Harwood 
Co-operative Creamery of Ontario classified any cream shipper as a member. 
The Central Alberta Dairy Pool, while requiring a marketing contract at pres- 
ent, is considering changing to the non-contract basis. 

Generally speaking the contract is more important in Quebec and the 
Prairie Provinces, although declining in significance in the latter area. In 
Ontario and the Maritimes where many of the associations are or formerly 
were joint stock companies of long standing with a few co-operative charac- 
teristics such as the payment of patronage dividends, the contract is not exten- 
sively used. 


Structural Organization 


The material surveyed indicates that co-operatives operate in several 
forms. Many are organized as single units, independent of any control by 
other organizations and without any control over subsidiaries. Some operate 
as federations and are controlled by their member associations. Others con- 
trol subsidiaries. Still others share with similar associations in the control 
of federations. 

The Cariboo Farmers Co-operative Association of B.C. is an example of a 
single unit, single plant type. On the other hand, the Dairy Co-operative 
Marketing Association of Saskatoon operates as a unit but owns eight cream- 
eries and five cheese factories in the Saskatoon, Prince Albert and Melfort 
areas. The members control the Association by attendance at the annual 
meeting. The Association operates three distinct pool sections for milk 
shippers, cream shippers and cheese milk shippers’ respectively. Each sec- 
tion is represented on the Board of Directors (Proceedings p. 1563-4). The 
Manitoba Co-operative Dairies Limited also operates as a single unit but divides 
the province into three districts which elect nine delegates per district to attend 
the annual meeting. The co-operative is controlled by six directors, two 
from each district which are elected at district meeting (Bylaws). The Cen- 
tral Alberta Dairy Pool has a somewhat similar organization. For purposes 
of representation, however, there are eight districts which may be further 
divided into a maximum of seven sub-districts, each of which is entitled to one 
delegate for each one hundred members. Every sub-district is entitled to one 
delegate as a minimum. (Articles). The Fraser Valley Milk Producers 
Association of British Columbia is another example of a single unit operating 
over a wide territory with a large membership. Member control is maintained 
through direct voting for four members of the Board of seven Directors each 
year. Voting is by ballot at polling places throughout the territory. Mem- 
bers may attend the annual meeting personally. Contact throughout the 
year between members and Board is maintained by local meetings attended 
by Board members of twenty-two local membership groups. 
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This Association owns and operates a utility plant at Sardis, a milk evap- 
orating plant at Abbotsford, a fluid milk plant at Vancouver and an ice and 
ice cream plant also in Vancouver. These plants appear to be owned as part 
of the general assets of the Association, and not as controlled companies. 
Quite early in its history the Association purchased a number of milk distrib- 
uting concerns Operating in Vancouver. 

Of special interest was the merging of the fluid milk department of the 
Association in 1931 with those of several other large distributing firms to form 
the Associated Dairies Limited. The Association held 53% of the stock. 
In 1943, it purchased the remaining 47% and the Associated Dairies became 
the fluid milk department of the Association. 

Co-operatives in the milk industry are usually organized on the unil 
principle. However, the Manitoba Co-operative Cheese Producers is a centrat 
selling agency the membership of which consists of a number of local co-opera- 
tive cheese factories. Membership in the Central is open to any factory en- 
gaged in the manufacture or processing of cheese or dairy products subject to 
acceptance of the Board of Directors (Proceedings p. 2232). However, the 
Memorandum of Agreement and general bylaws filed indicate that the indi- 
vidual producers are members also of the locals of the Central Association 
(sec. 4, sub-sec. 1). The Central has business agreements with the locals. 

The Brant Co-operative Dairy Company Ltd. of Brantford and the Bat- 
tersea Cheese Factory (unincorporated) of Battersea, Ontario, report that 
they are controlled by member associations. 


Commercial Operation and Financing 


The Fraser Valley Milk Producers Association was organized in 1913 
with an authorized capital of $250,000.00 in $10.00 shares. At the start an 
attempt was made to have member investment roughly proportional to mem- 
ber patronage by asking each member to subscribe to shares in proportion to 
milk shipped. The member paid 5% in cash on application and gave a note 
for the remainder. The Association deducted 5% of the subscription each 
month from the returns from the members’ shipments. When the note was 
paid up the member received a share certificate which was to be redeemed at 
the request of the member if he ceased to deliver to the association. In 1919, 
in order to meet heavy capital requirements for expansion, the authorized capi- 
tal was increased to $1,000,000.00, and in 1933 unlimited capital at $1.00 per 
share was authorized. The revolving fund plan was established to prevent 
the burden of redemption of retiring members’ shares from becoming too heavy. 
(Proceedings p. 166.) 

This was accomplished by exchanging for each member’s holdings of 
share certificates a new issue maturing in from one to ten years “to keep the 
capital as proportionately as possible in the hands of the dairy farmers served 
by the association”. (Proceedings p. 167). Funds to meet payments revolving 
out are raised by monthly deductions for which the member receives a certifi- 
cate which will in turn be redeemed in ten years. New members are required 
to subscribe for 10 shares to be paid for in cash or deductions. Interest 1s 
authorized at 6%. A bonded indebtedness, 30% of which is held by non- 
members is being retired by similar deductions and replaced by certificates 
in the hands of members which also revolve on a ten year basis. 

Thus the Fraser Valley Milk Producers have eliminated share capital and 
are retiring bonded indebtedness by establishing a ten year revolving fund 
raised by deductions from the sale of the members’ milk, for which the mem- 
ber receives certificates which indicate that his interest in the revolving fund 
and the association is proportional to his patronage. 
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In its relationships with its members the Association operates on a monthly 
settlement basis. Two cheques are sent to the shipper. The first is an esti- 
mated return and the second is a final payment called the Pooled Settling Rate 
arrived at by deducting costs of operation of the pool and returning the remain- 
der to the members in accordance with deliveries. No further payment is made. 
Any surplus available or any deficit is handled in the same way, by carrying it 
forward into the accounts of January of the following year. Thus no annual 
patronage dividend is declared although the monthly pooled settling rate is 
substantially of the same character but on a shorter time period. 

All milk is pooled, regardless of its ultimate disposal, whether as fluid milk, 
ice cream, powdered milk, butter, or cheese. Since a relatively high proportion 
of the members are from the more remote areas, a higher proportion of the milk 
delivered must be disposed of through less lucrative channels such as butter 
and cheese and powdered milk, than is the case with private dairies. Average 
returns tend to be lower. During 1944 members received an average return of 
$2.47 per hundred pounds of milk as contrasted with $2.70 to those who shipped 
to private companies (Proceedings p. 172). Pooling tends to favor the more 
remote shipper at the expense of those situated near the market. Member 
loyalty has been strained. Unsuccessful attempts have been made to overcome 
the problem (Proceedings p. 172). During the war years, the Association has 
of necessity operated within the price spreads allowed by the Wartime Prices 
and Trade Board. 

The Manitoba Co-operative Dairies Limited was incorporated in 1920 
under the Manitoba Co-operative Associations Act. Operations were started 
in 1921 when a butter making plant was purchased in Winnipeg. Plants were 
taken over in 1927 at Brandon, 1929 at Dauphin, and 1943 at Glenella and 
Erickson. Annual butter production reaches 2,000,000 pounds which accounts 
for 95% of the value of all products. Ice cream, cream and buttermilk are also 
marketed. The Association also markets a small quantity of poultry and 
eggs for its patrons. 

Produce is accepted from any shipper. Shippers become members through 
allocations of surplus applied to the purchase of a $1.00 share. Originally 
the authorized capital was $500,000.00 in denominations of $25.00. The $1.00 
share was adopted later. The Association has 11,000 members with a paid up 
or allocated capital of $121,000.00. 

The patron is credited with deliveries of butter fat on a quantity and qual- 
ity basis. An initial payment equivalent to current market price is made. 
Surplus is allocated in relation to record of deliveries. Between 1921 and 1931 
the Association operated with surpluses. $30,200.00 was set aside as unallo-' 
cated reserves; $100,000.00 was allocated to patrons, of which $60,000.00 was 
paid out in cash and $40,000.00 retained for working capital purposes. Seven 
per cent interest was paid on share capital subscribed during the period. 

Losses were incurred from 1931-1941 as a result of which no further alloca- 
tions were made, and interest payments were discontinued. These losses 
were first met by using the $30,000.00 unallocated reserve and later by reliance 
on part of the allocated reserves and by bank borrowing. (Proceedings p. 2060). 

With the reappearance of surpluses in 1940 and subsqeuent years interest 
payments have not been re-established. Fear of income tax demands seems to 
have been a factor in this connection. (Proceedings p. 2060). 

The Co-operative Milk Company of Calgary developed out of an unincor- 
porated group of milk producers which acted as a collective bargaining agency 
for producers delivering milk to the Union Milk Company and the Producers 
and Consumers Milk Company in the early 1920’s. Failure to achieve desired 
results led to the decision to enter the fluid milk distribution field. A small 
plant in Calgary was purchased for approximately $7,000. Capital was sup- 
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plied by producer loans. (Proceedings p. 577). Incorporation as a co-oper- 
ative was undertaken in 1929 under the title Calgary and District Milk Pro- 
ducers Association. The present title was adopted at the time of a reorganiza- 
tion in 1942. 

The Company entered into a joint plant venture with the Southern Alberta 
Dairy Pool. The Associations portion of the capital was raised by the Com- 
pany borrowing $112,000.00 from the Royal Bank on a Provincial Government 
guarantee, under the Co-operative Marketing Association Guarantee Act of 
1929. The Associations were required to furnish fifteen per cent of capital 
requirements before the government loan was available. The Company pro- 
cured this capital by selling the original plant and by loans from members. 
(Proceedings p. 579). Six per cent interest was paid on the government loan. 
By 1939 this debt had been reduced from $112,000.00 to $38,865.00, and by 
1944 it was down to $24,000.00. About $6,000.00 was raised by the sale of 
ees preferred shares with 7% interest to members of organized labor groups in 

algary. 

In 1987 the Company branched into the ice cream business. It also de- 
livers surplus milk to the Southern Alberta Dairy Pool for which it receives 
butter in return. 

The Association was empowered by the original contract to deduct 2c 
(later changed to 5) per hundred pounds of milk delivered and 6% of the value 
in the case of any other commodities. For these deductions the members re- 
ceived reserve share certificates in proportion to deliveries to the co-operative. 
They were non-interest bearing and were redeemable at the discretion of the 
Board of Directors with a fifteen year maximum. The Association considered 
them to be loan capital. (Proceedings p. 562). The Board had authority to 
pay dividends on these if considered advisable. The proceeds of the deduc- 
tions were used for reserves, industrial expansion, and retirement of loans. 

The contract with members also authorized the co-operative to dispose 
of surpluses by a cash patronage dividend or by a patronage distribution of 
participation certificates or by both methods. Because of financial difficulties 
incurred in a competitive price war in 1929 and 1930, and of retirement of bank 
and member loans, no surplus distributions were made during the first eleven 

ears. 
. To meet these early difficulties the government advanced $14,500.00 from 
the Wheat Board surplus fund in 1931. $10,000.00 of this has since been repaid. 
The Company also resorted to a special deduction, not included in the contract 
but authorized by the members. This ranged from 4% to 10% of total returns, 
and $12,391.05 was deducted in 1930 and 1931. Later the members cancelled 
any obligation on the part of the Company to repay this special deduction. 

From 1933 the milk industry was placed under the supervision of the Board 
of Public Utility Commissioners which eventually estalished minimum prices 
to the consumer and producer. The milk companies therefore operate within 
this spread. 

In 1940 the arrangement with the Southern Alberta Dairy Pool was ter- 
minated and the properties divided. Each organization entered into separate 
agreements with the government regarding its share of the outstanding indeb- 
tedness. 

The financial structure was reorganized in 1942. All reserve share certifi- 
cates were called in and replaced by a new Series ‘“‘A”’ Reserve Share Certificates, 
which were to be retired over a ten year period. Three per cent interest was 
paid on these certificates in recognition that some of their holders were not 
active. Funds to meet these obligations were raised by continuing the aha 
tions from current receipts against which Series “B Reserve Share sire 
cates were issued. These will also revolve on a ten year basis, although it is the 
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intention to reduce the revolving period ‘‘as fast as possible to take care of the 
members who are perhaps retiring’. (Proceedings p. 601). 

An undistributed surplus of $20,000.00 was allocated and Series ‘‘A”’ non- 
interest bearing participation certificates were issued to the members. Surplus 
allocation subsequent to 1942 is represented by Series “‘B”’ participation certifi- 
cates. The money is used to revolve out the oldest Series ‘‘A” participation 
certificates and to retire bank loans. Depreciation and bad debt reserves are 
not allocated. A small surplus is carried unallocated from one year to the next. 

The Dairy Co-operative Marketing Association Ltd., Saskatoon, was 
incorporated in 1927, under the Saskatchewan Co-operative Marketing Asso- 
ciations Act, by a group of farmers in the Saskatoon district, with the purpose 
of marketing fluid milk for producers in the region. It later expended its 
operations to the production and sale of butter, cheese, and dried milk powder. 
In 1936 it purchased the Leroy Cheese Factory, Leroy, Saskatchewan; in 1937 
it purchased the Hillcrest Creameries, with plants at Biggar and Kamsack; 
in 1940 it purchased Prince Albert Creameries and Rosthern Creameries, with 
plants at Prince Albert, Spiers, Parkside and Debden. In 1943 the Young 
Creamery, at Young, was also purchased. (Information supplied by the 
Association). ; 

The Association secures its capital by means of membership fees and by 
retention of surpluses. Milk shippers pay a $10.00 fee and cream and cheese 
milk shippers pay a $3.00 fee. All surpluses are allocated, but the membership 
fee is not. There is no share capital. The member’s interest resulting from 
the allocations is entered in a pass book. The Association holds that the sum 
of pass book entries represents the net worth of the Association. (Proceedings, 
p. 1567). 

Until such time as the Association had accumulated sufficient capital for 
its purposes, no distribution of surpluses was made. In addition to capital 
required for plant and equipment, the Association retains surpluses in order 
to be able to make loans to members when such loans are needed. The mem- 
ber is permitted to borrow up to 50% of the amount credited to him in his pass 
book. No interest.is charged on these loans. Nor is interest paid to the mem- 
bers on funds returned from surplus. This gives the Association interest free 
working and fixed capital. Sufficient reserves are retained to provide working 
capital to carry the member’s product from low price to higher price periods. 

Having accumulated capital considered necessary, the Association in 1936 
adopted a revolving capital fund plan. Milk shippers were placed on an eight 
year revolving plan and cream, and cheese milk shippers were placed on a six 
year plan. No year has been missed since that time. From 1927 to 1938 
the Association credited $194,856.88 to its members. By 1941 this member 
equity had reached $384,209 and by 1944 the unofficial figure given was $801,000 
(Proceedings p. 1657). Amounts revolved out reflect the smaller surpluses 
in the earlier years. In 1940, $33,102.11 was paid out; 1941, $16,284.91; 
1942, $36,142.68; 1943, $21,860.72; figures for 1944 are not available. The 
much larger surpluses of more recent years should mean greatly increased re- 
payments in future. 

The Association generally pays the equivalent of the current market price 
as an initial payment. However, the initial payment may be influenced by 
the amounts required for meeting revolving fund payments. (Proceedings 
p. 1652). The Association disclaims using initial payment policy as a method 
of raising capital for expansion purposes (Proceedings, p. 1653). 

The Northern Alberta Dairy Pool, incorporated in 1928, developed out 
of the failure of the Alberta Co-operative Dairy Pool, incorporated in 1924, to 
achieve, through collective bargaining on milk prices, the results desired by 
the producers. The new organization was set up with the intention of proc- 
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essing as well as distributing fluid milk. In 1928 a creamery was constructed 
in Edmonton. Creamery equipment was purchased from the Alberta Co-oper- 
ative Dairy Producers Limited. In 1929, a milk plant was established also 
in Edmonton. Milk distribution was commenced in 1930. In 1932, the 
plant and equipment of the Wetaskiwin Dairy Pool was purchased. In 1936, 
a creamery was purchased at Sedgewick from a private company and a cheese 
factory was purchased at Thorxby. In 1928, the Pool built a creamery at 
Andrew. In 1939, the Edgerton Cream Company Ltd. was purchased. In 
1942, a cold storage plant was constructed in Vancouver. In 1944 a creamery 
was purchased at Bonnyville and eighteen dairies and creameries were pur- 
chased from Burns and Company. 

Government assistance was important. In 1929 the organization bor- 
rowed $200,000 on a government guarantee and ten of the Burns plants were 
purchased on a further guaranteed loan of $300,000.00. To date, $200,000 has 
been repaid (Proceedings p. 960). Capital is also acquired by retention of sur- 
pluses which are allocated on a patronage basis, part of which may be paid out 
in cash as a “divi”. Reserve share certificates on a six year revolving plan are 
issued to members. There is no share capital. The member’s interest in the 
association is in the proportion which his holdings of reserve share certificates 
bears to the total outstanding. Therefore, member investment tends to be 
proportional to member patronage. Interest is not paid on the reserve share 
certificates. 

The association does not follow the single pool plan of the Fraser Valley 
Milk Producers. Rather, it operates three distinct pools for fluid milk ship- 
pers, cheese milk shippers, and cream shippers. Initial payment for fluid 
milk is usually the minimum set by the Board of Public Utility Commissio ners. 
Cream Shippers usually receive one cent less than current market price. | 

The Southern Alberta Dairy Pool, incorporated in 1928, was associated 
with the Co-operative Milk Company of Calgary, to acquire dairy facilities. 
For this purpose, it borrowed, under government guarantee, authorized by 
the Co-operative Marketing Guarantee Act, 1929, a sum of $77,400. In 1940 
the joint arrangement with the Co-operative Milk Company was cancelled 
and the properties divided. The Association has no share capital nor does it 
deduct from the proceeds of sale. However, it finances by withholding all or 
part of the surplus for which the member receives participation certificates, in- 
dicating allocation on a patronage basis. Due to serious losses from 1935 to 
1938 the Association borrowed $10,000 from the government. It also passed 
up allocation and the payment of ‘‘divis” from 1939 to 1943, although surplus- 
es were apparent in those years. : 

The Central Alberta Dairy Pool was incorporated in 1924, through the 
efforts of cream producers in the Eclipse local of the U.F.A., and entered into 
a profit sharing agreement with the Meadow Creamery at Alix, Alberta. In 
1929, having developed financial strength, and with government assistance 
under the Co-operative Marketing Association Guarantee Act, the Associa- 
tion entered the processing field by purchasing the Meadow Creamery. In 
1935, the Acme Creamery was purchased. This was later sold to the Southern 
Alberta Dairy Pool, as it was in the area allotted to the latter organization. 
In 1936 the Association built a condensary at Red Deer. In 1941 a creamery 
was purchased from Central Creameries Limited at Red Deer. In 1942 reacts 
eries were purchased at Delburne, Elnora, Stettler, Ponoka, and dea 
In 1944 creameries were purchased at New Norway, Edberg, Olds, and Eckville. 
It now operates 28 creameries. et 

everiieid assistance has been provided in the form of a provincial guar- 
ant ee of $38,592.00 for the purchase of the Meadow Creamery, and of a pais 
ion subsidy of 30% of the cost of a cold storage plant under construction a 
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Red Deer. No other government financial assistance has been received. 
(Proceedings p.970). Up to 1937 the Association raised capital by deducting 
part of the proceeds from the sale of the product. The shipper received Parti- 
cipating Equity Certificates on a patronage basis. After 1937 deductions 
were discontinued and earlier issues were redeemed. Three years are currently 
outstanding. Capital is also raised by withholding surplus. After allocation, 
part is paid in cash and part, represented by Participation Certificates, revolv- 
ing on a seven year basis, is retained. It is intended to shorten the revolving 
period to six years by 1945. 

The Association maintains several reserves as follows: reserve for depre- 
ciation and bad debts, reserve against price decline on floor stocks of condensed 
milk, reserve against decline of inventory value of butter, and general reserve. 
The special condensed milk reserve was set up as a result of losses incurred on 
condensed milk in a price war in 1939. The butter reserve was established 
when butter prices increased in 1939 or 1940 on the assumption of an anticipated 
decline. (Proceedings p. 974). These reserves are set aside before allocation 
of surplus. (Brief p. 8). 

Initial price for cream appears to be on a competitive basis. (Proceedings 
p. 989). Final payment on a pooling basis by product and grade are authorized. 
(Memorandum of Association Clause 3, Sec. 17). The association handles eggs, 
as well as cream delivered by members. Separate accounts, or in effect separate 
pools, are maintained for each product. 

The Okanagan Valley Co-operative Creamery Association was organized 
in 1925. It rented its plant and equipment from Burns and Co. In 1936 it 
purchased these assets by acquiring for a sum of $100,000.00, 100 shares in a 
holding company established for the purpose of effecting the transfer of owner- 
ship from Burns and Co. Limited. The balance of the shares were purchased 
in 1945. In 1944, a milk and ice cream plant were acquired from private inter- 
ests in Vernon. 


The initial payment to members corresponds to the market price. Sur- 
pluses after setting aside certain reserves are allocated on a patronage basis 
and are partly paid in cash and partly represented by revolving redeemable 
$1.00 share certificates. Noissues have been redeemed to date but it is intended 
that they shall be when the association is cleared of indebtedness. Hach 
member is required to subscribe for five $1.00 shares. Share capital is not in- 
terest bearing. The association contemplates selling $50,000.00 worth of bonds 
to members. This capital is required to take over two creamery plants owned 
by the Okanagan Creamery Company. (Proceedings p. 707). It is intended 
that the bonds will be retired over a ten year period, presumably by means 
of the revolving fund (Proceedings p. 710). 


La Co-operative du Madawaska Ltee of Edmundston, N.B. was organized 
in 1938 by persons furnishing cream to a creamery operated by the Provincial 
Department of Agriculture. This creamery became the property of the asso- 
ciation. The co-operative has branched into grain grinding, feed mixing, 
farm mutual insurance and other ventures. 


Shares are sold without limit to members for $50.00. Interest is paid at 
4% onthe paid up portion. Shares are paid for either by deductions or by with- 
holding part of the patronage dividend. Cream receipts are pooled and ac- 
counted for separate from the other activities of the co-operative. 

Patronage dividend to shipper-members is twice as large as that paid to 
affiliate members. These latter are shippers whose accumulation of share cap- 
ital out of surplus allocation has not reached the value of the share. 

The Manitoba Co-operative Cheese Producers is a Central Selling Agency 
for 21 co-operative cheese factories in Manitoba. 
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The locals are organized on a share capital basis with $10.00 shares. Most 
locals do not pay interest on shares. Shares are purchased either for cash or 
by deductions. Expansion is financed by the sale of additional shares. Man- 
ufacturing costs are met bya flat charge, usually 3c per pound. Surplus is 
allocated to the shippers in proportion to milk deliveries. 

The central was organized in 1941. It has no capital structure (Pro- 
ceedings p. 2232). The locals pay a membership fee of $1.00. To meet its 
expenses for cold storage and selling, the central deducts approximately one 
quarter cent per pound. The small surplus is allocated to the member locals 
on a patronage basis. Allocated funds have not been distributed to date. The 
central is building up working capital. It is anticipated that distribution of 
surplus will commence in 1945. 

Financial structure and commercial operations of many of the dairy com- 
panies indicate wide variations in practice. 

The Midale Co-operative Creamery Association Limited of Saskatchewan 
has $10.00 share capital, non-interest bearing at present, but formerly paid 
6% to 8%, limited to 25 shares per individual. They are not revolving. Pa- 
tronage dividends are paid to members only. Expansion is financed through 
increased reserves and by the sale of additional shares. Statutory reserves 
are not allocated. The organization buys from and sells to members and non- 
members. 

The Petitcodiac Cheese and Butter Manufacturing Association requires 
that each member purchase one or more $20.00 shares bearing interest at 6%. 
Members and non-member patrons deal on the same terms and receive patron- 
age dividends at the same rate. 

The Capital Co-operative Limited of Fredericton was reorganized on a co- 
operative basis in 1944. Statutory reserves are unallocated. Hach member is 
required to subscribe to five $5.00 shares which bear 4% interest. These are not 
revolving. The co-operative sells supplies to members and non-members but 
claims to handle members’ produce on consignment. It manufactures butter 
and ice cream and dresses poultry and grades eggs. It sets aside as reserve up to 
10% of the gross sales, and for a special education fund up to an additional 1% 
of the gross sales. Surpluses are allocated to members and “‘potential’’ mem- 
bers alike. The member’s portion must be placed against the five qualifying 
shares until fully paid up. Beyond this the allocated surplus may be applied to 
additional share capital at the patron’s request. The share capital does not 
revolve, but the allocated surplus not applied to share capital is placed to 
reserve and is to revolve in five years. 

The Cape Breton Dairymen’s Co-operative Society Ltd. finances by sale of 
5% fixed interest bearing $25.00 shares. Each member must own one share 
and is limited to fifty. It also relies on individual loans from members, and 
loans from banks and credit unions. In its operations it buys from members 
only. Losses have prevented payment of patronage dividends. Surpluses 
since 1941 have been used to pay off accumulated debts. 

The Morell Creamery Co-operative Association Ltd. of Prince Edward 
Island differs from most co-operatives by allocating statutory reserves. Men- 
bers are required to purchase one 4% fixed interest bearing $5.00 share with a 
limit of one hundred per individual. Share capital does not revolve. The asso- 
ciation borrows from credit unions. It sells to and buys from members and 
non-members alike. Allocated surpluses are applied to share capital presum- 
ably until the one required for membership has been paid for. 

The Dunk River Dairying Company has some co-operative features. Pee 
holding is not compulsory but is limited to three 7%, $10.00 shares Pert in i 
vidual. Patrons are paid each month what it is assumed the butter bis ae 
for, less costs. If a surplus appears it is carried into the following month an 


distributed as part of the price paid for current deliveries. 
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The Mount Elgin Products Company Ltd. of Ontario appears to be a 
joint stock company paying 5% interest on shares but having no shareholding 
requirement. Patronage dividends are paid equally to all patrons. 

Another Ontario association, the New Dundee Co-operative Creamery 
Ltd. presents certain peculiar features. Each member must hold one share 
but is limited to one only. Shares do not carry interest. The surplus is 
allocated to patrons and paid out in cash unless it is less than 1% of gross 
receipts when it may be deferred. Patronage dividend is paid twice each 
year. A very high percentage of business is with non-members. 

The Midland Cheese and Butter Manufacturing Company Limited has 
share capital with a variable interest rate. Members are not required to hold 
shares and are limited to five each. Patronage dividend is paid to members 
and non-members alike. Shareholders get a small extra bonus based on 
patronage and limited to $2.50 per share. 

The Elma Cheese and Butter Manufacturing Company Ltd. of Onta- 
rio has adopted an unusual device to pay a return on capital and at the 
same time make it conditional on patronage. Patronage dividend is paid to 
members and non-members alike, but shareholders are charged less, by a 
certain amount per share, as a manufacturing charge than are non-investors. 
To get a return on capital, the investor must therefore also be a patron. 

The Cassel Cheese and Butter Manufacturing Association, Ontario, like- 
wise relates the return on capital to patronage by paying 10c per share for each 
1000 pounds of milk delivered by the patron throughout the year. There is 
a maximum limit. 

The North Star Co-operative Creamery Association Limited of Manitoba 
requires the holding of one $10.00 share at 5% fixed interest for membership. 
Holdings are limited to five per cent of the total by one individual. Surpluses 
are allocated to members and non-members alike. Patronage dividend is 
paid, in cash only, to all patrons. 


SECTION III 


CO-OPERATIVE LIVESTOCK MARKETING IN CANADA 


Co-operative livestock marketing in Canada has developed most exten- 
sively in the Prairie Provinces. In Ontario, Quebec and the Maritimes the 
development has been less marked. 

Previous to the organization of co-operative livestock marketing in Alber- 
ta, producers were principally dependent upon the local drover who purchased 
either on his own behalf or as a representative of large buyers such as the pack- 
ing plants. Wide margins were necessary to guarantee the risks assumed by 
the drover and the return to the producer was necessarily small. Wide price 
variations and fluctuations were prevalent in farm prices, and the spread be- 
tween the returns to the producer and prices in the livestock yards was very 
considerable. (Proceedings p. 802). 

The first local co-operative shipping association appears to have been 
organized about 1907 (Proceedings p. 802) and in the next few years more of 
these locals organized around railway shipping points were established. In 
1914 the Alberta Co-operative Elevator Company, established in the previous 
year, set up a livestock shipping department through which a group of pro- 
ducers at a given shipping point could load a car jointly and consign it to the 
company at the Edmonton or Calgary livestock yards. The company would 
then act as the selling agent for the local group. After the amalgamation, 
in 1917, of the Alberta Farmers’ Co-operative Elevator Company with the 
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Grain Growers Grain Company, to form the United Grain Growers, activities 
of this centralized selling agency as a department of the new company were 
vigorously pushed. The Grain Growers Grain Company had set up a lives- 
tock department in 1916, entering the stockyards at St. Boniface (H.A. Pat- 
ton — Grain Growers Co-operation in Western Canada, Cambridge 1928, 
p. 157). Upon amalgamation the two livestock departments were combined; 
the departments were maintained at the St. Boniface and Calgary markets, 
and offices opened at Edmonton, Prince Albert and Moose Jaw (Mackintosh — 
Agricultural Co-operation in Western Canada, p. 61, Jackson Press, Kingston— 
1924). In 1924 the livestock department was organized as a subsidiary called 
the United Livestock Growers Limited. This company ceased operations 
and co-operative livestock marketing in Alberta was taken over by the Alberta 
Livestock Producers Limited which was formed as a result of the introduction 
of contract pooling in co-operative organizations in 1923. (Proceedings p. 803). 

The Alberta Co-operative Livestock Producers Limited having become 
involved in financial difficulties through guarantees to local shipping associations 
went into bankruptcy in 1932. (Proceedings p. 804). Some local associations 
also failed but others continued from 1932 to 1941 to operate as assembly and 
shipping organizations. Central selling was abandoned and sales were made 
through commission merchants in Edmonton and Calgary. In 1941 central 
selling was re-established with the incorporation of the Alberta Livestock 
Co-operative Limited (Proceedings p. 804) under the Co-operative Marketing 
Associations Act. At present co-operatives market approximately forty per 
cent of the hogs marketed in Alberta. About five per cent is handled by small 
co-operatives not associated with the Alberta Livestock Co-operative Limited 
and thirty-five per cent by this association. (Proceedings p. 828). ’ 

Co-operative mortality was high in the industry in the early thirties 
when it is estimated that about half of the livestock marketing associations 
went into bankruptcy or disappeared temporarily as a result of the collapse 
of farm prices. 


Organization of the Central. 


The membership is entirely composed of local co-operative livestock 
associations and their affiliates. Control of the central organization 1s main- 
tained through delegates. Each local is entitled to one delegate for each 
250 members with a maximum of three from a local. Locals pay a member- 
ship fee of $5.00 per delegate. There are three affiliate members, the U.F A. 
Central Co-operative Association Limited, the United Grain Growers Limited, 
and the Alberta Wheat Pool. The Board of Directors has ten members, three 
of whom are named by the affiliate members. The affiliates were included to 
take advantage of experience and because of loans made by the affiliates to the 
associations at its inception. (Proceedings p. 816). Each affiliate appoints 
one director while the delegates from the local association elect the remaining 
seven directors. (Articles of Association). 

The contractual relationships between the locals and the Central Asso- 
ciation are contained in a marketing agreement. The local agrees to consign 
all livestock to the central which is appointed exclusive agent. The central 
agrees to sell the livestock and to return the proceeds to the member less costs 
and $1.00 per car for a commercial reserve for which the member association 
receives a reserve share certificate at the end of the year. 


Commercial Operations and Financing 


Don. : : 85 00 

The association has no capital stock. Funds are procured by the $5.0 
membership fees for each delegate from the locals and $15.00 from each affiliate, 
and from the commercial reserve deductions of $1.00 per car. $16,977.75 had 
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been collected for commercial reserves by 1944. This fund has been placed 
on a three year revolving basis. To assist the association to start business, 
loans were made by the three affiliates and five local associations. These were 
all paid back from the proceeds of the first two years’ operations. 

Certain handling and selling charges are also assessed. Any surplus 
from these sources is allocated to the members after deducting two reserves, 
an educational reserve and an operating reserve. These reserves are con- 
sidered the property of the member associations which receive certificates show- 
ing their equity in these reserves. None of these has as yet been redeemed. 


Local Associations. 


There are forty-four local associations with approximately 20,000 members, 
The Grande Prairie Co-operative Livestock Marketing Association Limited 
may be taken as reasonably typical. 

This association began operating as an unincorporated group of producers 
about 1918. It was replaced by the livestock department of the United Grain 
Growers Limited from 1922-1926 when the association was incorporated 
under the Co-operative Marketing Association’s Act. The territory covered 
has thirteen shipping points in the Peace River country. For administrative 
purposes the area is divided into five districts, each of which elects one director 
at the annual meeting. Each member has one vote. 

The members sign a one year marketing agreement as the sole member- 
ship requirement. The member agrees to market livestock through the asso- 
ciation which, in turn, agrees to pay over to the member the net amount less 
the proportionate share of the cost of handling each kind of livestock, and 
a sum not to exceed one per cent of the gross selling price as a commercial 
reserve. A previous membership fee of $2.50 was dropped. The association 
did, in fact, deduct one half of one per cent of the gross selling price for a time 
but discontinued this practice when sufficient capital was available. 

The system of marketing is roughly as follows. The producer delivers 
livestock to the local for which he usually receives an advance as a percentage 
of the estimated selling price. Practice differs from local to local as to the 
method of estimation. The local also deducts handling charges to cover its 
costs and may set aside an additional amount out of the receipts for reserves, 
although some operate on a flat handling charge without any reserve. (Pro- 
ceedings p. 819). Where the handling charge results in a surplus it is always 
distributed pro rata back to the people who distribute the livestock. (Pro- 
ceedings p. 833). Thus the organization may insure liquidity by a large 
handling charge or by the use of reserves set aside out of proceeds. The locals 
also keep a ledger account which shows the deliveries, and consequently the 
members’ interest in the assets of the local. Generally no equity certificate is 
issued showing this interest. (Proceedings p. 837). 

Co-operative marketing of livestock in Saskatchewan and Manitoba is 
handled largely through the Saskatchewan Co-operative Livestock Producers 
Limited, the Manitoba Co-operative Livestock Producers Limited, and the 
Canadian Livestock Co-operative Western Limited. 

The Saskatchewan Company was incorporated in 1926 under the Co- 
operative Marketing Associations Act of Saskatchewan. It was established 
as an agency to market the livestock of producers in Saskatchewan. It had no 
capital stock and was forbidden to pay any dividend. (Proceedings p. 6634). 
In 1944 the charter was taken over by the Saskatchewan Co-operative Producers 
Limited since which time it has been operated as a subsidiary. At this time, 
the act of incorporation of the subsidiary was changed to establish twenty 
shares of stock, sixteen of these $1.00 shares were allocated to the directors, 
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Saskatchewan Co-operative Producers Limited, who also are the directors of 
the subsidiary. This is the pattern adopted for all subsidiaries of the Saskat- 
chewan Wheat Pool. The livestock subsidiary when it distributes any surplus 
must do so on a patronage basis. (Proceedings p. 6635). 

The Manitoba Co-operative Livestock Producers Limited was incorporated 
in 1927 under the Co-operative Associations Act of Manitoba to function as a 
central selling agency for forty-two local livestock associations with 14,000 
producer members, all of which were incorporated under the Co-operative 
Marketing Associations Act. Local groups had emerged in the 1920’s, many 
of which were never incorporated. They first marketed through brokers. 
After the subsequent establishment of a yearly return to the government and 
the imposition of a $2.00 fee on the incorporated locals, many allowed incor- 
poration to lapse. To meet this situation the charter of the central was 
amended to permit it to act as a selling agency to incorporated and unincor- 
porated bodies. “The practice now is that each individual shipper is a mem- 
ber of the Manitoba Co-operative Livestock Producers Limited.” (Proceed- 
ings p. 1942). 

For administrative purposes the province is divided into seven districts 
as in the case of the Manitoba Wheat Pool. Each district elects ten delegates 
to the annual meeting and one director is elected from each district to make 
a total of seven. 

Membership involves the payment through deduction of a $1.00 fee. 
An unusual provision allows the shipper to refuse membership whereupon the 
deduction is returnable to him. (Proceedings p. 1954). However, no shipper 
appears to have acted in this way. (Proceedings p. 1955). Membership is 
automatic following shipment and deduction. There is no contract. 

An attempt was made in 1929 by the incorporation of the Canadian Live- 
stock Co-operative Limited to centralize Canadian livestock marketing. This 
company brought together all the active co-operative livestock marketing 
bodies in the country. Difficulties arising out of the collapse of the gold 
standard and shipping contracts forced division into separate corporations 
on a regional basis. The Canadian Livestock Co-operative (Western) was, 
therefore, incorporated in 1932 under the Manitoba Companies Act. Mem- 
bership includes the Saskatchewan Co-operative Livestock Producers Limited, 
the Manitoba Co-operative Livestock Producers Limited and fourteen persons, 
seven nominated by each of the associations named from among its directors. 
(A. E. Richards—Farmers Business Organizations in Canada 1935). 

Local co-operatives or individuals may consign livestock to the Canadian 
Livestock Co-operative (Western) as selling agent. The agent makes an 
initial return direct to the producer after deducting from the sale price, freight, 
feeding charges and brokerage commission charges set by the Winnipeg Live- 
stock Exchange. Any surplus is returned to the two member co-operatives 
on a volume of business basis. Ninety per cent is returned in cash and 10% 
is withheld and returned on an eleven year revolving fund plan. In Manitoba, 
the Manitoba Co-operative Livestock Producers Limited distributes the funds 
received from the selling agent to the producers on a patronage basis after 
deducting operating expenses. (Proceedings p. 1946). This appears to be the 
principal commercial function of the Manitoba organization but it has many 
other educational and organizational functions. (Proceedings p. 1947). 


Co-operative Livestock Marketing in the Maritimes 


The Maritime Co-operative Services Limited was incorporated in 1944, 
to succeed the Canadian Livestock Co-operative (Maritimes). This rae 
association was incorporated as a central selling and purchasing agency lor 
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a number of local livestock clubs or shipping associations which had developed 
with encouragement from the Dominion and provincial agricultural depart- 
ments from 1919 onwards. A meeting at Moncton, in that year, resulted in the 
incorporation, on March 7, 1927, of the Maritime Livestock Marketing Board 
Inc., under Part II of the Canadian Companies Act of 1917. The formation 
of the company was aided by the promise of an annual Federal grant of $1000. 
(Proceedings XI, p. 4100). Supplementary letters patent of 1931 enabled the 
company to change its name to Canadian Livestock Co-operative (Maritimes). 
Finally, in 1944, in order to extend the activities of the company into different 
fields, a new charter was obtained, effective June 1, 1945, and the name changed 
to Maritime Co-operative Services Limited. (Proceedings XI, p. 4136). 


Canadian Livestock Co-operative (Maritimes) was set up as a federation 
of local associations, although individuals may also become members. How- 
ever, such individuals may join only through a local club or shipping association, 
whether he seeks to utilize the shipping facilities of the co-operative or wishes to 
purchase merchandise and supplies. Both individuals and local associations 
are bound by contract to market all livestock, and to purchase all supplies, 
through the co-operative ‘‘insofar as is practicable’. 


The C.L.C. (Maritimes) was administered through a series of zones (origi- 
nally seven in number, later, upon the withdrawal of the P.E.I. group, reduced 
to five), with one director from each zone. Each local association is entitled 
to one delegate at the annual meeting, but may, at the discretion of the whole 
body, be permitted to have an additional delegate for each $10,000 in annual 
volume of business. Upon the withdrawal of the P.E.I. locals in 1933, the 
board of directors was reduced to six, one from each of the five remaining zones 
and one elected “‘at large’. (:) 


Its object, as outlined in the constitution include the co-operative pur- 
chasing of farm supplies and general merchandise as well as the co-operative 
marketing of livestock. The chief commodity marketed is hogs, primarily 
in the St. John River Valley area of New Brunswick and the Annapolis Valley of 
Nova Scotia. Sheep and lambs, as well as poultry are also important in market- 
ing activity. Calves and cattle play a very minor role in livestock production 
in the Maritimes (Chown & O’Meara, p. 138). Other services are also provided 
for members as requested. Wholesaling is carried on with a headquarters 
located at Sydney, N.S. and a warehouse at Moncton, N.B. 


The C.L.C. (Maritimes) includes approximately 100 locals representing 
about 10,000 members. The soledemand made by the C.L.C. upon the individual 
in order that he qualify for membership is that he agree to confine his marketing 
(and purchasing, if possible) to the local concerned. The member’s liability 
is confined to the amount of deductions owing him and withheld by the co-oper- 
ative. The new organization, the Maritime Co-operative Services has altered 
this arrangement. An authorized share capital of $100,000 divided into 4000 
shares has been set up. Each local association must hold at least one, and not 
more than ten shares, which may bear interest not to exceed six per cent per 
annum. Lach association is entitled to but one delegate at annual meetings, 
regardless of share capital held. All commodities marketed are handled 
entirely on a consignment basis; the co-operative does not take title to the 
goods. (Proceedings p. 4139-40). 


@) W. F. Chown & J. E. O’Meara, (Marketing Service, Economics Division, Department of 
Agriculture) The Co-operative Marketing of Eggs, Poultry & Livestock — the Maritime Provinces 
(unpublished) p. 96. 
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The financing operations may be briefly outlined. There have been 

four main sources of revenue. (Proceedings p. 4102). 

(1) Both federal and provincial governments provided annual grants between 
1928 and 1938, averaging about $2500. per year. In 1939 they were dis- 
continued at the request of the company. 

(2) The conventional commission charge, as laid down in the Livestock and 
Livestock Products Act, is made. 

(3) Manufacturing charges and mark-up of supplies sold provide another source 
of surplus. 


(4) A repayable reserve of one per cent is deducted on all business done. 


The surplus has been treated as follows: There is a rather large undis- 
tributed general reserve, arising primarily out of the government grants of 
the first ten years of operations. Other important reserves are an educational 
reserve, a condemnation reserve (livestock insurance) and an inventory reserve. 
The one per cent deduction and other available surplus has been allocated and 
paid out on a five year revolving plan. Hence, the two primary sources of funds 
for expansion have been the general reserve and the revolving fund. The 
amount of dividend distributed has varied with the type of business done. 
For example, in 1944, while only one third per cent of business done was allowed 
on livestock marketing, those who purchased farm supplies received a dividend 
as high as six per cent. The Maritime Co-operative Services Limited has 
adapted a plan which permits an extensive broadening of the capital structure. 
(See bylaws). As yet, this program has not been tested. In addition to the 
$100,000 in authorized share capital, the following sources of funds are avail- 
able: 

(1) Five per cent of surplus is to be set aside, unallocated, each year until a 
fund equalling twenty per cent of paid out capital has been reached. 

(2) Further reserves may be set aside as deemed necessary by the shareholders. 

(3) The remainder of surplus is to be distributed to shareholders only, subject 
to the following conditions: 

(a) the directors may establish a minimum volume of business below 

which no patronage dividend may be paid. 

(b) the patronage dividend of any member may be applied on unpaid 

shares. 

(c) the directors may retain such dividend to be paid at a later date, if 

this be deemed necessary. if 

(d) dealings in certain commodities, may earn a lower (or no) dividend 

than others. 


In general, it may be said, that capital structure has been revised to permit 
a wide scope in the activity of the organization, especially with respect to 
providing greater co-operative purchasing and service facilities. 


Prince Edward Island Co-operative Livestock Marketing Board 


In 1933, as a result of a certain dissatisfaction with the administrative 
policies of the Canadian Livestock Co-operative (Maritimes) the P.E.I. local 
shipping associations decided to withdraw their support and organize their 
own central selling agency. Organizational work was immediately begun, 
and the P.E.I. Co-operative Livestock Marketing Board was incorporated, 
in 1936, by special Act of the provincial legislature. (?) The formation of 


(?) Chown & O’Meara — “The Co-operative Marketing of Eggs, Poultry and Livestock 
in the Maritime Provinces,’ (unpublished),—p. 142. 
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this group was aided by both federal and provincial governments; the Dominion 
agreed to transfer a portion of its annual grant ($300,000) from the Maritimes 
group to the P.E.I. Board. This grant was discontinued in 1939. The pro- 
vincial government also granted $500.00 annually. 

While incorporation was not effected till 1936, operations were actually 
begun in 1934. The Board was patterned after the Maritime body, being set 
up as a federation of local shipping associations. It is administered by a Board 
of seven directors, three from Queens County, two from Prince and two from 
Kings, elected by the delegates from the locals, at the annual meeting. Hach 
member is bound by contract to consign his livestock to the Board, through 
his local association, although frequently these contracts are not enforced. 

All livestock received by the Board is handled on consignment. Most 
dealings are in hogs, though a certain amount of lambs, and a small number 
of calves and cattle are also marketed. In addition other services are also 
provided. Feeds are purchased co-operatively for members, and these feeds 
may also be processed, if necessary. 

The organization was set up without share capital, and as a result the 
chief initial source of funds was the government grants provided. Other 
sources of capital have arisen out of current operations. A 144% commission 
is charged on all livestock shipped. In addition, deductions of $1.00 per 
shipment are made to defray transportation costs; also 144% of surplus is 
appropriated as a condemnation fund. There is very little surplus, because 
an attempt is made to estimate costs, and pay out net proceeds immediately 
to the producer. Charges are apportioned among the different classes of live- 
stock and the average price is thus determined for the basic grade of each 
class. Payments are made on the basis of this average price. After this 
pro-rating is carried out, the balance is placed in an unallocated surplus and 
deficit account. This surplus is of a relatively minor nature; in fact one year’s 
surplus may be wiped out by a deficit the following year. Accordingly, there 
is no distribution at the end of the year. 


Some Smaller Organizations 


The North-Eastern Alberta Livestock Marketing Association may be 
said to be a typical local association, marketing its livestock through the 
Alberta Livestock Co-operative Association. Of those locals reporting to the 
Commission, the majority conform generally to the pattern indicated here. 

This co-operative was incorporated in December 1936, under the Co- 
Operative Marketing Association Act of Alberta. It is set up with no share 
capital, the sole contribution being a twenty-five cent deduction from the first 
dividend paid. All surplus is allocated on a patronage basis. Part is paid in 
cash, and the balance placed in a two year revolving fund. All livestock, 
primarily cattle, is purchased from members, who receive part of the purchase 
price immediately, and the balance when sale is made. 

The Therien Livestock Shipping Association Limited is an outstanding 
exception to this pattern as outlined above. This association has been incorpo- 
rated under joint stock company legislation. It has share capital, of a par value 
of ten dollars bearing interest at 6 per cent. No member may hold more than 
twenty shares. Qualifications for members are either the purchase of one such 
share, or the payment of a two dollar fee. All surplus is allocated on a patron- 
age basis to members only and paid out in cash as declared. Funds for 
expansion are secured through bank loan and the sale of additional shares. 
This association does not appear to be affiliated with the Alberta Livestock 
Co-operative Association. It handles livestock on a consignment basis for both 
members and non-members; non-members providing about 15% of total 
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business. Payment of federal income tax in 1943 is reported. This company 
would appear to be an ordinary corporation which has certain of the features 
characteristic of co-operative associations. 

A second interesting deviation from the model is the Bow Valley Livestock 
Feeders Association Limited, located at Brooks, Alberta. This association 
was incorporated in November, 1938, under two separate Acts : the Co-opera- 
tive Act of Alberta, 1937 and the Feeders Associations Guarantee Act of 
Alberta, 1937. Each member is required to hold one share and one share only, 
with a par value of one dollar. Its activities are confined to the purchasing 
and marketing of livestock for members, on an agency basis. Statutory 
reserves have been set up as a general reserve equal to thirty per cent of paid 
up capital and an educational reserve (an annual appropriation of five per cent 
of surplus). The balance is allocated, to members only, on a patronage basis 
but no distribution is to be made until a surplus of $2500. has been built up. 
At June 30, 1944, this reserve stood at $2270.27. 

The Carrot River Valley Co-operative Marketing Association Limited 
located at Melfort, Saskatchewan, is a federation of thirty-seven local marketing 
associations, incorporated in June 1939, under the Co-operative Marketing 
Associations Act of Saskatchewan. It took over an existing business of a 
similar nature. 

It has non-interest bearing share capital with a par value of $1.00. Each 
local association is required to hold at least 25 shares. The locals are entitled 
to one delegate for the first 100 members, and an additional delegate for each 
additional fifty members. While the bylaws of the association provide for 
interest on capital not to exceed six per cent, as well as a written contract for a 
period up to seven years, neither of these provisions is at present enforced. 

All surpluses including statutory reserves are allocated to members; all 
surpluses after providing for such reserves are distributed on a patronage 
basis to members only and paid in cash as declared. 

Livestock is handled on consignment from members and non-members, 
although non-members comprise less than 5% of total business. 


Ontario & Quebec. 


Very few co-operative livestock marketing associations east of Manitoba 
have reported to the Commission, other than those mentioned above. In 
Ontario, four small groups have reported, of which only two are incorporated. 
Business is restricted to the handling of livestock on consignment and the 
purchasing of supplies and is confined to the local area. A large volume of 
livestock marketing is handled by the United Farmers Co-operative. 

In Quebec the situation is much more complex. Very few co-operatives 
confine their activities to marketing of livestock. Of 63 associations reporting, 
28 deal in livestock to a greater or lesser extent, and most of these are also 
active in the marketing of other commodities primarily dairy products and 
poultry and eggs; most also deal to a great extent in the co-operative purchasing 
of farm supplies, primarily feed and fertilizer. Therefore, it 1s impracticable 
in Quebec to investigate what characteristics are peculiar to livestock marketing 
associations in that province. 


Co-operative Packing 

One important co-operative organization in this field remains to be exam- 
ined. That is the First Co-operative Packers of Ontario Limited, at Barrie, 
Ontario. This company which, it is claimed, is the only co-operative packing 
organization in Canada, (Proceedings p. 5411), was incorporated in 1929 under 
the Ontario Companies Act. 
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It was formed to operate an abattoir to process hogs and other livestock 
and to market poultry and eggs. Operations were commenced in 1931. Hach 
member was required to pay a one hundred dollar membership fee, as well as 
pledging a fifty dollar note, payable on demand. Additional capital was ob- 
tained through a hold-back of twenty-five per cent of the purchase price. The 
first year’s operations involved the company in a loss of over fifty-four thousand 
dollars. Operations were then suspended, and in an effort to meet the heavy 
deficit incurred, the capital notes were called in, and an assessment of twenty- 
five thousand dollars, distributed on a patronage basis, was made on the mem- 
bers. 

After a period of fourteen months, operations were resumed in June 1933. 
About $55,000. was collected on account of the capital notes called in, as well 
as $1700 of the assessment, and this money, together with a $25,000 loan from 
the Ontario government enabled the company to renew operations. In 1935, 
a more experienced general manager was appointed. At the same time, a 
government guaranteed bank loan of $100,000 was secured. Ever since 1935, 
the company has operated without loss. The Ontario loan of $25,000 has since 
been repaid, while the guarantee is still in effect. (Proceedings XV, p. 5396). 

All surplus from 1935 until 1943 was credited to the heavy deficit suffered 
in the first years of operation; finally in 1943, a small net surplus was realized. 
Between 1938 and 1948, a small part of this surplus was distributed to members 
in the form of bonus on purchase price. (Proceedings XV, p. 5397). 

At present, the organization has two major centres of activity, a meat 
packing plant at Barrie and a poultry killing and egg grading station at Elmvale. 
Sales are made mostly to the retail trade of Ontario and to the United Kingdom, 
through the Canadian Meat Board, and the Special Products Board. After the 
war, it is hoped to resume the pre-war trade in the West Indies. (Proceedings 
p. 5399-5400). 

The company is administered by a board of seven directors, elected 
annually at the meeting. The territory of the association is broken up into 
zones; each zone is an administrative unit. The zone executive discusses 
educational and technical problems, and keeps the members informed of the 
activities of the company. Under a capital structure set up in 1944, each 
member is required to purchase at least one member loan unit at $150.00 in 
addition to paying a fee of $3.00 and to signing a contract in which he agrees 
to sell all of his livestock, eggs and poultry to the co-operative. Provision has 
also been made for those members who joined under the initial capital require- 
ments outlined above. ‘‘All capital notes heretofore subscribed by members 
shall be converted into and known hereafter as Member Loan Units. All 
capital notes heretofore subscribed in denominations of $100.00 and $50.00 
shall be consolidated on the books of the Corporation into a single member 
loan unit, and membership fees heretofore paid to the corporation shall be 
part of the paid up capital of the Corporation”. (Bylaw 8, Article 6, section 
(g)). The association takes title to all the commodities it handles. 

Provision is made for a further type of capital known as patron loan units, 
in units of $1.00, which are valid only from year to year. These units are used 
as a means of distributing surplus to members on a patronage basis. The 
company pays the market price to its members, and in addition each member 
is credited with a fixed percentage of his sales to the company, based onestimated 
profits for the year. This credit is treated as an addition to purchase price. 
The member receives patron loan units from year to year in the amount of the 
sum credited. Also, these credits may be used to reduce the member’s liability 
on account of unpaid member loan units. 

At the end of the year 95% of surplus may be set aside to provide for re- 
demption of patron loan units, the balance being placed in a community fund. 
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Twenty per cent of the surplus may be allocated for. the redemption of pre- 
viously issued patron loan units and the balance is credited on account of those 
units currently issued. The actual amount paid out is not rigidly laid down 
in the bylaws, since the directors are allowed a certain degree of discretion. 
In addition “such repayment shall not exceed inamount seventy-five per centum 
of the minimum surplus in any of the previous three years, and in the event 
there is no surplus in any one of the said three years, no such repayment of 
patron loan units shall be made until three consecutive years shall have elapsed 
during each of which there is a surplus”. (Bylaw No. 8, Article 8, section (c)). 


SECTION IV 


<a ’ FRUITS AND VEGETABLES 
British Columbia. 


Fruit growing in British Columbia centers in the Okanagan Valley. Co- 
operation in the fruit industry has existed in some form for almost as long as 
the industry itself (Proceedings p. 5177). In November, 1908, the Okanagan 
Fruit Union, Limited, was organized and in 1909 began business with head 
offices in Vernon and packing houses at five points in the Valley. It was 
proposed that charges for packing to cover cost, and that a rate of 10% be 
levied on commission sales. Any surplus after paying all expenses, including 
a dividend of 6% on share capital and setting aside reasonable sums to reserves 
was to be distributed on a patronage basis among growers (Proceedings p. 
5178). This association operated for four years, but poor returns and a tonnage 
insufficient to permit economic operations resulted in its liquidation in 1913 
(Proceedings p. 5179). The lack of grower control of shipping facilities, coupled 
with a flood of low price fruit from Washington and Oregon left the growers 
“at the mercy of the shippers who took only the amount of fruit for which they 
had orders” (p. 84 M. Ormesby — ‘‘Fruit Marketing in British Columbia’’). 

The Okanagan United Fruit Growers was established in May, 19138, as a 
central selling agency for local co-operative units “to eliminate local competition 
at the selling end of the business’ (Proceedings p. 5180). The Provincial 
Government assisted the new movement. R.R. Robertson of the brokerage 
firm of Robertson and Morris, of Vancouver, was commissioned to survey the 
situation. The result of this survey was the setting up of a number of local 
units of the proposed central. The Agricultural Associations Act was amended 
to enable these new associations to function thereunder. Financial aid was 
given and the Government agreed to advance up to 80% of the subscribed 
capital of the new organizations, payable within twenty years, with interest 
at 4% per annum. The Okanagan United Growers Limited was incorporated 
under the Companies Act, although it had many co-operative features. Capital 
consisted of 28 shares of $1.00 each owned by the locals for voting purposes 
only; each local holding one share. Working capital was obtained by deducting 
2% of the selling price from growers’ returns, for which bearer bonds with 
interest at 5% per annum, and repayable in five years were issued. Operating 
costs were met by a fixed charge per package. Sales were pooled, the length 
of the pool being fixed by the association. Advances were made, where desired, 
up to a certain percentage of the estimated value of the produce to be delivered 
(Ormesby op. cit. p. 85). A three-party contract between the grower, the local, 
and the central called for the delivery of produce to the local association for 
sale by the central (ibid p. 85). The contract was continuous, subject to 
cancellation on March 31 of each year (ibid p. 85). Locals were self governing 
and controlled the central. The locals did the assembling and packing while 
the central acted as sales agent. 
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In 1913 there were eight affiliated associations and, later on, another 
association joined (Proceedings p. 5181). This organization carried on with 
varying success until 1928, but poor returns caused losses and growers’ dissatis- 
faction was focused on the Okanagan United Growers. At that time shippers 
had not been fully organized, and many private shippers competed in the field. 
In December 1922, a general conference of growers was held and as a result 
thereof a committee was constituted, charged with reorganization. Thus was 
established the Associated Growers of British Columbia Limited. It was 
decided to replace the Okanagan United Growers in view of the prejudices 
against that organization (Proceedings p. 5182). Private fruit shipping houses 
in the district were to be taken over. It was expected that these houses would 
find themselves in increasing difficulties as farmers’ co-operatives developed 
(Proceedings p. 5234). The Okanagan United Growers voluntarily went out 
of existence as a result of the rapid progress made by the new organization. 

The Associated Growers obtained contracts securing control of 80% of 
the tonnage of apple production for five years. About 2700 growers signed a 
contract with terms similar to that of the Okanagan United Growers. At the 
end of five years a one year contract became effective (Ormesby—p. 87). As 
these first contracts expired, the tonnage acquired began to decrease, due to the 
waning support of the growers, and the competition of private shippers. 

The Co-operative Growers of British Columbia was incorporated in 1923 
under the Companies Act of British Columbia and in the same year the name 
was changed to Associated Growers of British Columbia Limited. (Proceedings 
p. 5177). A holding company, Growers Packing House Limited, assumed 
title to all the properties taken over from the independents (Proceedings p. 
5183). The purpose was to transfer these properties gradually to the locals. 
The Company was wound up in 1927 when this programme was completed 
(Proceedings p. 5234). 

The Associated Growers began with thirty-three affiliated associations in 
1923; two being added in 1932 and 1934. There are at present twenty-one 
fruit and vegetable packing and shipping houses affliated (Proceedings p. 
5176) representing 1573 contract growers. Approximately fifty growers are not 
members of locals, but belong directly to the central (Proceedings p. 5186-7). 
The membership and marketing agreement is a three-party agreement between 
the grower, the local, and the central sales agency (Proceedings p. 5185). The 
first agreement was the so-called Series A agreement. Included in this was a 
provision for a 1% deduction for a commercial reserve and the payment of a 
pooling price to growers. The agreement now in force omits the 1% deduction. 
The Association also has a bipartite agreement signed by the fifty odd individ- 
ual members, the terms and conditions being the same except that the locals 
are omitted. 

The objects of the Association are broad in scope. Among other things 
it is to promote the sale of fruits and vegetables and to enter into agreements 
or other reciprocal arrangements for the disposition and sale thereof. No 
interest or dividends are to be paid on share capital. Upon winding up, assets 
are to be distributed on the basis of selling charges collected by the Company 
from the locals over the life of the company (Proceedings p. 5183-4). 

Share capital consists of 10,000, $1.00 shares, of which $56.00 is paid up; 
twenty-one shares being issued to the locals, fifteen to the directors and the 
balance to locals which have become defunct, some of which is held in trust by 
the Secretary-Treasurer, to be re-issued to new locals. The one per cent deduc- 
tion from the gross selling price for commercial reserve, permitted by the 
original agreement, is allocated to locals (Proceedings p. 5187). There are only 
$15,000.00 in reserves (Proceedings p. 5211), which are not allocated to locals 
(Proceedings p. 5212). Returns are pooled, all locals receiving the same 
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amount per box or other unit for like variety and grade. Handling charges are 
set at the beginning of the season, and any balance remaining at the end of the 
season is rebated pro rata to all growers through the locals, with the exception 
of a small surplus account (Proceedings p. 5188). A flat handling rate is charged 
(e.g. 6 cents per box on apples and four cents per box on peaches and small 
fruits) (Proceedings p. 5220). 

The association handles members’ produce on consignment (Proceedings 
p. 5218). The association is obligated to take everything shipped by members 
with the exception of bad produce (Proceedings p. 5232). It markets the fruits 
and vegetables of, and purchases supplies for member-growers and also under- 
takes group insurance on the buildings, equipment and stock of local asso- 
ciations (Proceedings p. 5186). 

Some assistance was obtained from the provincial government by the 
Associated Growers. Other period legislation was passed to prevent independ- 
ents from soliciting grower members of co-operative locals (p. 14—Combines 
Investigation of Fruits and Vegetables in Western Canada). 

All locals are incorporated under the Agricultural Associations Act and 
the amended Co-operative Association Act of British Columbia. They receive, 
pack and ship growers’ produce (Proceedings p. 5190) and conduct activities 
incidental thereto, such as, the operation of cold storage and by-products plants, 
as well as the supplying of fertilizers and insecticides (Proceedings p. 5191). 
Locals are financed mainly by deductions for which the growers receive shares. 
There are, however, variations from this procedure. For example, bonds may 
be issued instead of shares. Shares are on a revolving basis, usually redeemable 
in from three to five years, although two locals do not revolve share capital 
(Proceedings p. 5233). Interest on shares is sometimes paid (Proceedings 
p. 5191). Capital therefore consists of cold storage subsidies, appreciation 
in assets, and holdbacks. The holdbacks are not allocated to growers (Proceed- 
ings p. 5207) and no participation certificates are issued (Proceedings p. 5207). 
Loan capital in the form of bonds bears interest at a fixed rate (Proceedings 
p. 5228). In some cases shares were replaced by bonds (Proceedings p. 5227). 
The members are often required to make loans to the association (Proceedings 
p. 5227-8). Some are paid for by deductions and investment certificates are 
issued. It was found that the capital needs were greater than the surpluses 
which were accumulating (Proceedings p. 5231). Financial assistance has been 
obtained in the form of loans from the British Columbia Government which 
have all been repaid (Proceedings p. 5190) and cold storage subsidies have been 
received from the Federal Government. i 4 

The Penticton Co-operative Growers 18 one of the “locals”. It was 
incorporated on April 25, 1913, under the Agricultural Associations Act of 
British Columbia to receive, pack and ship growers’ fruits and vegetables, 
to store fruit, to purchase supplies, etc. The affairs of the Company are 
managed by a board of directors elected by the growers. A member cannot 
vote at the Annual Meeting unless he has sold his main crop through the 


association or has contracted to do so in the following year, or has received the 


consent of the directors in writing to dispose of the crop otherwise (Proceedings 


p. 5192). Voting is on the one member one vote principle, with proxy voting 
permitted in the election of directors. The share capital of the Company 
consists of an unlimited number of $1.00 shares. Working capital has been 
obtained by means of a five cent per box deduction from crop returns, for which 
stock certificates have been issued (Proceedings p. 5192) ona three-year revolv- 
ing basis. Up to 1940 no interest was paid on these, but in that year Nv 
decided to pay interest at 5% on grounds of equity. By March 31, ae 
$84,114.00 had been issued on shares. Financial assistance was Shee pin 
1913 in the form of a loan from the British Columbia Government, which has 
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since been repaid, and cold storage subsidies from the Federal Government. 
Packing and handling charges are set at the beginning of the season on an 
estimated basis. Rebates are made to reduce charges to equal the cost of the 
total operations. (Proceedings p. 5194). 

The Pacific Co-operative Union is an example of an association not affiliated 
with the Associated Growers. It is incorporated under the British Columbia 
Co-operative Associations Act. Share capital consists of an unlimited number 
of $10.00 shares, with a limit of $1,000.00 per member, revolving in five years. 
The central office is in Mission City and it has five branches. Membership is 
obtained by buying a share. The association handles produce on consignment 
for members and non-members; the latter representing 15% of the total sales. 
By an extraordinary resolution in December 1941, the association was auth- 
orized to issue ordinary (transferable but not redeemable) shares of a par 
value of $10.00 each to an amount not to exceed the surplus, to each member of 
the Pacific Co-operative Union in proportion to his total investment in the 
Co-operative from 1933 to 1941 inclusive. 

By 1941 the Company absorbed the Associated Berry Grower? Co-opera- 
tive Exchange. It issued to the members of the Associated Berry Growers, 
424 redeemable shares of $10.00 each and 212 ordinary shares (transferable 
but not redeemable) of $10.00 each. Ordinary shares are interest bearing, the 
rate being determined annually by the general meetings. An unlimited number 
can be held (Rule No. 1). Only shipping members may vote, and only berry 
growers may vote on any matter relating solely to berries. Similarly, only 
tree fruit and vegetable shippers may vote on matters pertaining solely to their 
respective products. There is a contract which remains in force without renewal. 
Returns for like grades and kinds of produce are pooled. 

Similarity of structure among the local associations, both those affiliated 
with the Associated Growers, and with the independents, is evident. 


Since 1939 many local shippers in the Okanagan Valley, who ship through 
Sales Service, Limited, a privately owned joint-stock Company, have reverted 
to the co-operative form of organization (p. 15, Fruit and Vegetable Investiga- 


tion). 


Manitoba 


The Manitoba Vegetable and Potato Growers Co-operative Association 
was incorporated under the Companies Act of Manitoba, with share capital. 
An annual membership fee of fifty cents, or a single payment of $10.00 for 
continuous membership is charged. There is no contract and the Association 
does not engage in the processing of members’ produce. Loans have been 
obtained from members, to be applied on share capital as and when it is issued. 
Each member has one vote, and no member other than a corporation can vote 


by proxy. 


Ontario 


In Ontario the United Farmers Co-operative Company, Limited, has 
provided centralized marketing facilities for its affiliates dealing in fruits and 
vegetables. Much co-operative activity here has taken the form of attempts 
to overcome seasonal fluctuations of supply, which react unfavourably on price 
(C.8S.T.A. — Review No. 19, December 1988 — p. 372-3). Regional market- 
ing schemes have been attempted as well, with varying success. 

The South Essex Growers’ Co-operative Exchange was formed in 1928 
under the Ontario Companies Act as the buying and selling agency for four 
local associations; the Harrow Vegetable Growers, the Kingsville Vegetable 
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Growers, the Ruthven Vegetable Growers, and the Seacliff Growers’ Co- 
operative Association. Membership in the South Essex Co-operative is open 
to associations incorporated under the Ontario Companies Act. The local 
association applies for membership, and pays an annual fee of $2.00 for every 
member of the local. The Board of Directors is made up of members appointed 
by the local associations, three members being chosen from each. Represen- 
tatives from the local associations to the general meeting have one vote only, 
and no voting by proxy is allowed. The bylaws provide for setting not more 
than 20% of surplus in any one year to a reserve. (B.P. — Skeg. — Co- 
operative marketing of Agricultural products in Ontario — Thesis — O.A.C. 
—— 1933, p. 176). Member associations sign a contract with the Exchange. 
There is no share capital. A variety of vegetables are handled and some fruits. 
The association does not engage in processing. 


The Ontario Peach Growers’ Co-operative Association was incorporated 
without share capital under the Ontario Companies Act. The Association is 
managed by a Committee of fruit growers, each of whom is a member of the 
association. Directors are elected at the Annual Meeting of the Peach Growers’ 
Committee. Growers comprising Sales Units authorized by the Board of 
Directors each nominate and elect a representative or representatives to the 
Peach Growers’ Committee. Sales Units having ten to fifty growers may 
nominate one member, those having fifty-one to one hundred growers may 
nominate two and those with one hundred or over, three. The capital of the 
association consists of $1.00 per member payable to the Sales Unit of which 
he is a member. There is an annual membership fee of $1.00 payable to the 
Sales Unit by each of its members. This may be deducted by the Sales Unit 
from funds payable to the members. Deductions from 1938 to 1941 amounted 
to 144 of 1% on gross sales. From 1942 the association has operated on license 
fees. The Association has power to set aside from surplus funds as a reserve 
fund such an amount as the Directors may determine, not exceeding 1% of 
the gross sales for that year. The remaining net surplus is distributed annually 
pro rata among members on the basis of patronage. The Sales Units contribute 
to the cost of operations of the Ontario Peach Growers an amount not to 
exceed 14 of 1% of the Sales Units total gross sales of peaches, in addition to 
the growers’ membership fees. Each sales Unit deducts a maximum of 14 cent 
per pound as a brokerage fee and may dispose thereof at its discretion (By- 
laws). The Ontario Peach Growers’ Co-operative Association is responsible 
for the financial support of the Local Board under the Ontario Peach Growers’ 
Marketing for Processing Scheme 1937 (revised 1942). 

The structure of the Ontario Asparagus Growers’ Co-operative, Limited, 
is much the same. It was appointed as a local board under The Ontario Aspar- 
agus Growers’ Marketing for Processing Scheme of 1938 (revised in 1941). 

The Norfolk Berry Growers’ Association was incorporated | under the 
Ontario Companies Act with non-revolving share capital. A pooling price is 
paid on berries shipped. Dividends are partly paid in cash, and partly placed 
in reserve revolving out from four to five years. Membership is obtained by 
signing the marketing contract and paying an annual $1.00 membership fee. 
The grower agrees to market all strawberries and raspberries through the 
Association (Marketing Agreement). an 

The Beaver Valley Co-operative Fruit Growers, Limited, has quite a 
different structure. Membership is on the basis of patronage only and there is 
no written contract. Share capital consists of $100.00 non-revolving shares, 
bearing interest at 6%. All surpluses are left with the Company to increase 
storage capacity upon agreement among the patrons. 
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Quebec 


In Quebec, specialized co-operative marketing of fruits and vegetables 
is relatively unimportant. Many co-operatives which deal primarily in other 
commodities and in farm supplies, handle fruit and vegetables, but only few 
local associations specialize. Much of the marketing is centralized through 
the Co-opérative Fédérée de Québec. Local associations show a similarity in 
structure. Share capital plays a fairly important role in financing. Some co- 
operatives pay interest and some do not. Written contracts appear fairly 
general. Some associations engage in processing. 


La Société Co-opérative Agricole de St-Fabien, incorporated under the 
Agricultural Associations Act, has share capital of $50.00 each, bearing interest 
at 5%, with a limit of one share per member. It operates with a written contract 
and utilizes the loan services of the Caisses Populaires. The Association operates 
with a written contract. When a dividend is declared, it is either paid out in 
cash, or a member can lend it to the co-operative in the form of preferred 
capital. The Association is affiliated with the Co-opérative Fédéré. La Société 
Co-opérative de St-Brigide d’Iberville has authority in its articles to issue 
preferred shares which are held by other than producers, bearing interest at 
from 1% to7%. Share capital of these associations is generally non-revolving. 


Nova Scotia 


First attempts at co-operation were made in 1903, with the establishment 
of the Annapolis Valley Apple Shipping Association (Proceedings p. 5324). 
No capital was raised by this organization, and it never commenced operations. 
The passing of the Farmers’ Fruit Produce and Warehouse Associations Act, 
which provided the means for the incorporation of co-operative associations, 
stimulated co-operative organization (Proceedings p. 5325). By 1912 the need 
for a central organization was felt. Another Act was passed in that year 
entitled ‘““An Act to further Facilitate the Incorporation of Farmers’ Fruit, 
Produce and Warehouse Associations’. Immediately after this legislation 
was enacted, the United Fruit Companies of Nova Scotia, Limited, was in- 
corporated under Chapter 22, Acts of 1912, now Part 12, Chapter 10, R.S.N.S., 
1923. The majority of local co-operative companies have been incorporated 
under Chapter 33, Acts of 1908, Statutes of Nova Scotia as joint stock companies 
(Proceedings p. 5323). Each local of the United Fruit Companies elected 
three members to the Annual Meeting of the Central. One of the three was 
elected to the Board of Directors, that is each, local had one Director. Later 
legislation permitted a small board of management chosen from among the 
directors. By Chapter 80, Statutes of 1944, the number of representatives per 
local was reduced to one instead of three. These representatives meet more 
frequently and have more control than under the former plan (Proceedings 
p. 5323). There were originally twenty-four member companies holding shares 
all incorporated under Chapter 33, Acts of Nova Scotia, 1908, new Part 1 of 
Chapter 70, R.S.N.S. (Proceedings p. 5323). Members were companies in 
the counties of Hants, Kings and Annapolis. Now any person can become a 
shareholder with the approval of the Directors (Proceedings p. 5324). There 
are more than 1400 growers marketing their produce through the Association, 
representing approximately 58% of all apple growers in Nova Scotia (Proceed- 
ings p. 5323). Formerly, voting was on the basis of one vote for each share 
held, but since the legislation of 1944, the one-member, one-vote principle is 
used. There is no contract by which the members can demand money from 
the Central (Proceedings p. 5392). A membership agreement was approved 
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by legislation, but has been used but little (Proceedings p. 5392). The bylaws 
state that the Company must pay back to the members everything less deduc- 
tions for expenses. There are now 39 local company-shareholders of which 
37 use the facilities of the United Fruit Companies (Proceedings p. 5326). The 
association markets apples on an agency basis (Proceedings p. 5363-4) and 
purchases supplies. Originally all apples were disposed of through the one com- 
pany and the proceeds pooled (Proceedings p. 5326) but dissatisfaction developed 
due to difficulties in maintaining a uniform grade of fruit from all companies 
and to active opposition from the private dealers. The result was the abandon- 
ment of the central pool idea, and thereafter each local operated its own local 
pool. Several companies withdrew from the central and operated their own 
selling agencies. Central pooling has again been adopted during the present 
war, with the institution of the Nova Scotia Marketing Board and compulsory 
central marketing. In 1944 over 50% of all apples in Nova Scotia were 
produced by members of the Company (Proceedings p. 5341) as against 26% 
in 1929 (Proceedings p. 5332). The Company owns a number of processing 
plants (Proceedings p. 5365). Processing has become more important since 
the overseas markets were lost. Only 35% of the crop is expected to go to 
Britain after the war as against 80% prior to the war. Processing is therefore 
necessary in order to dispose successfully of the crop (Proceedings p. 5252). 
Processing requires capital. Advances are made to growers during the season 
through the local, and the balance is paid at the end thereof (Proceedings p. 
5380). In the case of fertilizers, the price charged is the lowest competitive 
price that will prevent the grower from being attracted to other companies 
(Proceedings p. 5377). A tentative price is set, with a rebate on a per ton 
basis if there is any surplus, before the season is over (Proceedings p. 5380). 


Deductions of several cents per barrel of apples shipped are made to take 
care of operating expenses (Proceedings p. 5364). Share capital consists of 
$100.00 shares which are interest bearing, but interest has been declared only 
once in the last ten years. Each local company formerly subscribed to shares 
equal in value to 20% of their capital stock (Proceedings p. 5360), but since 
the 1944 bill was enacted, the constitution requires each member to hold only 
one share. The company has no power to repurchase shares. A few directors 
personally guaranteed bank loans some time ago to keep the company afloat 
(Proceedings p. 5328). Locals which recently resumed association with the 
Central, made voluntary assessments upon themselves 1n order to reduce the 
indebtedness of the Company (Proceedings p. 3328). The members permitted 
the Company to retain $50,000. from funds owing to them to construct a cold 
storage plant. They signed personal notes for the amounts 1n question. However, 
some members refused to do this (Proceedings p. 5390). The Nova Scotia 
Government afew years ago created a mortgage company to lend government 
funds to.co-operatives. At present most locals have mortgages on their ware- 
houses through funds obtained from this source. The capital needs of the 
company are increasing due to the necessity of processing (Proceedings p. 5366). 
A repayable reserve, consisting of funds obtained by the taxation (sic.) of a 
certain part of the business of the company was inaugurated in 1944, but was 
discontinued in a few months (Proceedings p. 5387-8). The dividend paidis only 
a rough approximation to payment on a patronage basis (Proceedings p. 5328). 
The Company has shares in the Union Dehydration Company, Limited, and 


holds stock in the Eastern Lime Company. 
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SECTION V 
UNITED FARMERS CO-OPERATIVE 


The United Farmers Co-operative arose out of a development based on the 
experience of the Patrons of Industry, The Farmers Association, and the Grange. 
It was incorporated under the Ontario Companies Act in 1914. It acts as a 
central marketing agency and as a wholesale supplier for local co-operatives-and 
farmers’ clubs. It has extended its operations into the processing of farmers’ 
produce, and the manufacture of farmers’ supplies. It has also joined with other 
co-operatives in Canada and the United States to produce farm machinery 
and building supplies. Its volume of business now is about $20,000,000.00 per 
year. 

The first venture was to supply binder twine to farmers. Price difficulties 
with Canadian manufacturers led to importation from Ireland (Proceedings 
p. 5116). The Company now acts as a wholesale purchaser of farm supplies 
for 68 co-operatives and 44 unincorporated farmers’ clubs. In 1940 the Com- 
pany began to manufacture Co-op Feeds for distribution through the locals. 
For many years it had been supplying fertilizer ingredients to by mixed by the 
locals. In 1941 the Company purchased a fertilizer plant in West Toronto. In 
conjunction with United States Co-operatives the Company ownes Co-op 
Shingles at Fanny Bay, B.C. It is also interested in Co-op Universal Milkers in 
Wankesta, Wis. In 1944 the company purchased the Co-op Universal Milker 
assembly and distribution plant at Peterborough. In 1944 it inaugurated the 
Co-op Premix Food Plant. 

Marketing of farm products has also expanded. Between 1920 and 1928 
the company purchased seven creameries. In 1919 a livestock marketing 
department was established, and the company is now the largest livestock 
commission agency on the Toronto Union Stock Yards. In 1920 a seed 
cleaning and merchandising department was established. The latest depart- 
ment established markets poultry, utilizing the processing facilities of three 
autonomous co-operative plants at Peterborough, Cayuga and Renfrew. 

The Company carries on its business with its affiliates and the farmers’ 
clubs through a series of agreements. An ‘Affiliation Agreement for Co- 
operative Purchasing’ regularizes the merchandising of farmers’ supplies. 
It stipulates that the Company shall provide for the wholesaling and manu- 
facturing of a wide range of supplies and equipment. Bylaw No. 7 provides 
that each co-operative or farmers’ club shall elect one delegate shareholder to 
the shareholders’ meeting if it holds at least one share, and an additional 
delegate shareholder for each forty members above the first forty, with a max- 
imum of eight delegates per local, providing the local holds a share for each 
delegate; that patronage savings returns shall be paid, when earned, in cash on 
such goods as may be mutually agreed upon; that the local has exclusive dis- 
tribution rights on a zoned basis where practicable, the company agreeing to 
sell at wholesale only to the local in the price zone; and that general assistance 
shall be given in establishing bookkeeping and auditing services, counselling 
and advice and selecting and training of staff. The local agrees to purchase 
as large a volume as possible from the wholesale; to provide advice on local 
price conditions; to maintain prices; to invest all patronage savings returns in 
the common stock of the wholesale until the total investment for all affiliates 
reaches a sum of $500,000.00; to pass on patronage benefits to its own members. 

‘‘An Agreement on Premix Concentrate Feed Program” by which the 
United agrees to supply the premix is of particular interest for the financial 
clause which requires the affiliate to provide $1.50 per ton on the first year’s 
business as capital, either by the purchase of common shares, or by the sale 
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to individuals on behalf of the Central of preferred shares at $5.00 each. Pa- 
tronage dividends in cash from surplus in excess of the prorata share of common 
stock of the affiliate is also covered. 

A five year marketing Contract between District Poultry and Egg Co- 
operatives and the United requires the affiliate to deliver its entire volume 
of poultry, eggs and by-products to the central organization. It also provides 
for a first remittance to be determined by the central, as soon as possible; and 
for the later payment of the balance less the first remittance and administration 
charges and managerial expenses. The product becomes the property of the 
central when shipped, subject to the initial and final payments. Provision 
is made which permits the Central to deduct from monies owing to the local 
rane i the value of commodities which the local fails to market through the 

entral. 

Two other agreements, the ‘(Management Agreement” and the “Business 
Service and Supervision Agreement” provide for management and supervision of 
the affairs of the locals which may sign such an agreement. 

The original authorized capital of the company was $10,000.00 in $25.00 
shares which were all subscribed and paid up within three years of incorporation 
in 1914 (Proceedings p. 5127). These shares were widely held largely by indi- 
viduals (Proceedings p. 5119). By supplementary letters patent in 1917 the 
authorized capital was increased to $250,000.00 in $25.00 common shares. In 
1920 when the United Farmers movement had reached a peak with 1,500 
farmers’ clubs in Ontario the authorized capital was increased to $1,000,000.00 
and in 1921 an additional 10,000, $25.00 shares brought the authorized capital 
up to $1,250,000.00. Of this amount probably $800,000.00 was actually paid 
in to the company incash. With the 1920 increase the subscriber was given the 
option to pay one-half in cash and one-half by demand note. 

The financial structure was reorganized in 1927. In the face of losses the 
directors decided against calling for payments on the demand notes. These 
were cancelled and holders of $25.00 shares received two no-par value shares, 
while holders of shares which had been paid for by cash and note received one 
no-par value share. (Proceedings p. 5132). 

In 1943 the company was brought under Part XII (the Co-operative 
Associations Section) of the Ontario Companies Act. This gave the directors 
power to control the transfer of shares. In 1944 the capital structure was again 
reorganized. 100,000 non-voting preference shares were created with a non- 
cumulative preferential dividend of 5%. At the same time the common stock 
was increased. oy : an 

By these changes the Board was placed in a position to raise additional 
capital through preterence shares from non-patrons and patrons alike and at the 
same time to replace voting shares in the hands of non-active persons by non- 
voting shares. This was in line with the movement during the 1930’s to 
increase the control by affiliates and reduce the influence of individuals (Pro- 
ceedings p. 5144). 

ene Sioaagre was derived from an amendment to Part XII of the 
Companies Act in 1942 which permitted the payment of patronage dividends 
on certain kinds and classes of goods rather than on overall business (Pro- 
ceedings p. 5169). ; 

The MPa ey the affiliates may be on a share capital basis, but there has 
been a trend in Ontario toward financing on a loan unit basis. Generally speak- 
ing this financing may take one of three forms. There is cash put up by the 
individual member; there are dividends earned by the local which may be 
allocated to the member under bylaw and under agreement; there may be 
wholesale dividends turned back to the local and applied on common stock 


issued to the member (Proceedings p. 5158). 
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From 1914-1920 the Company paid 7% dividends on its shares. From 
1920-1927 the record is obscure. Five per cent has been paid for about ten 
years on the common and preferred shares on a value of $5.00 per share in 
each case (Proceedings p. 5155). 


Apparently no patronage dividend was paid from 1914-1920. From 1923 
patronage dividends were paid to cream patrons, shareholders and non-share- 
holders alike, on the basis of the earnings of the creamery department. (Pro- 
ceedings p. 5135). In the case of cream the Company pays a patronage dividend 
which may differ from one creamery branch to another. In other words it 
operates seven separate pools rather than one inclusive creamery pool. The 
initial cream price is the market price (Proceedings p. 5160). In this case the 
company buys the butterfat. In an egg pool operated at the same time the 
initial payment was not necessarily equal to market price. A final payment 
or dividend was also made. At present patronage dividends are paid on farm 
products marketed through the company (Proceedings p. 5140). Where 
patronage dividends are paid to individuals, as in the case of cream producers, 
no distinction is made between shareholders and non-shareholders, but patron- 
age dividends to affiliates are paid to shareholding affiliates only (Proceedings 
p. 5147). If an affiliate purchases farm supplies, the company charges the 
current retail price and makes rebates out of surplus. This takes the form 
of stock in the company, but if the agreement with the affiliate is cancelled 
it is paid in cash (Proceedings p. 5164). The Livestock Department operates 
on a commission basis and pays no patronage dividend. (Proceedings p. 
5160). 


Membership in co-operatives in Ontario originally required shareholding. 
Since the original shares were held by individuals, control was on an individual 
basis. With the later reorganizations and the introduction of non-voting 
preferred shares and bylaw No. 7 the role of the individual has declined rela- 
tively to that of the locals. In 1944, of 320 persons registered at the annual 
meeting, 170 were delegates from locals. 


Other general purpose co-operative federations include the Co-opérative 
Fédérée de Québec and the Canadian Livestock Co-operative (Maritimes). 
The operations and financing of the former are treated briefly in Appendix C. 
Some federations such as the Saskatchewan Federated Co-operatives and the 
Manitoba Co-operative Wholesale Society, confine their activities to handling 
farm supplies and consumer goods at wholesale. 


SECTION VI 
CANADIAN CO-OPERATIVE WOOL GROWERS LIMITED 


This is a Dominion wide organization which operates in all provinces. It 
has been in business since it was organized by Letters Patent in 1918, as a 
result of a meeting of sheep raisers called by the Dominion Department of 
Agriculture. It now handles about 65% of the annual wool clip. Previous 
to its organization, wool was marketed through local dealers or itinerant buyers 
without careful cleaning and grading. 


The organization consists of a head office in Toronto with branches in 
Lennoxville, Quebec, and Regina, Saskatchewan, and grading warehouses 
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in Weston and Carleton Place, Ontario, Lennoxville, Quebec, and Truro and 
Antigonish, Nova Scotia. Over 20,000 wool growers now market through the 
association (Proceedings p. 5427). Marketing is either through ten or twelve 
local affiliated associations or directly by about 12,000 individual farmers who 
are not members of the associations. The associations are principally in 
Western Canada while growers in Ontario, New Brunswick and Nova Scotia 
deal directly with the central association. (Proceedings p. 5433). The locals 
are generally organized without share capital and incorporated under provincial 
agricultural associations Acts. They vary considerably insize. Their expenses 
are covered by a poundage charge on wool and by earnings derived from sale 
of supplies. (Proceedings p. 5428). 


Any shipper is considered a member, and membership does not require 
shareholding (Proceedings p. 5433). However, voting privileges are limited 
to shareholders but are on a one man one vote basis (Bylaws). A local asso- 
ciation may hold shares without limit but an individual is limited to 50 shares 
(Proceedings p. 5461). Membership was on a contract basis for five years 
after 1930, when efforts were made to limit the number of members and prevent 
the company from being flooded with wool in the period of falling prices. 
Contract membership has been dropped. However, shippers do sign an 
application form stating their intention to ship through the Association (Pro- 
ceedings p. 5436). 


Control is vested in a Board of Directors of fifteen members elected by 
the shareholders by delegate voting (Proceedings p. 5427). The bylaws 
provide that each province having members shall be represented on the Board 
with a maximum of three from any province. 


In its wool business the Association attempted to reduce transport costs 
by placing branches or assembly depots. at strategic points and by having 
affiliates ship in carload lots. Improved methods of grading and cleaning were 
introduced to improve quality and reduce transport costs. Efforts to expand 
the U.K. market were also pushed. 


The Association supplies growers with materials used in sheep farming. 
To this end it acquired the Canadian agency of the English firm, Cooper, 
McDougall and Robertson. 


The authorized capital is $200,000.00 in 20,000 — $10.00 shares of which 
approximately $120,000.00 has been issued, most of which is in the hands of 
growers and associations (Proceedings p. 5427). Return on capital is limited 
to 8% and in practice ranges from 4% to 6%. Apparently the Association 
pays the equivalent of interest on bank loans (Proceedings p. 5478). 


During the crop moving period of May, June and July, the Association 
resorts to bank borrowings of over $500,000.00. A cash advance usually about 
two-thirds of the estimated value of the wool is paid to the growers or asso- 
ciations on the same terms. When 80% of the clip has been marketed a final 
payment is made after deducting costs of handling on the assumption that the 
final 20% will bring as high as the 80% already sold. (Proceedings p. 5429). 


Any surplus may be rebated on a poundage basis at the end of the year. 
Handling charges on wool are now set by a government agency, the Canadian 
Wool Board Limited. 

Several reserves have been set up. On two occasions the association’s 


initial advance turned out to be an overpayment. In the first case the mem- 
bers were assessed, and collection made in cash and partly by deductions from 
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receipts from sale of later shipments. On the second overpayment the Asso- 
ciation showed a loss. Subsequently a contingency reserve was set up to meet 
such a situation. It is now approximately $200,000.00. This reserve is the 
property of the co-operative, but on winding up the bylaws provide that it 
shall be distributed on a patronage basis to the current year’s shippers. 


A general reserve currently of $119,120.00 has also been set up to meet 
any unforeseen losses such as bad or doubtful accounts. The Association 
asserts that this reserve is the property of the members as shippers, and on 
winding up of the company would be distributed to the last season’s shippers. 
(Proceedings p. 5450). 


The third reserve, the Growers Reserve, has credited to it each year a 
portion of the surplus allocated to the growers on a basis of quantity and quality 
of wool delivered. The company pays out this reserve to affiliated associations 
in the year in which it has been credited, and to individual shippers when the 
credits equal le per pound on wool delivered. The company therefore has 
the use of these funds as working capital for a short period of time. (Proceed- 
ings p. 5431). 


This organization makes no attempt to bring the member’s interest as 
patron into line with his interest as investor. In fact the company appears 
to look upon this principle with disfavour (Proceedings p. 5465). However, 
apart from the sales at the time the company started, additions to shares have 
recently been at some small fractional rate per pound. (Proceedings p. 5437). 
The limit of holding by individuals, and the fact that return on capital is not 
specifically related to earnings of the company, along with the interpretation 
of investor equity as meaning the par value of the share, suggest a lack of 
concern with this problem. 


In handling the wool of its patrons the Association acts as an agent taking 
the goods on consignment. This is not so in the case of supplies. These are 
bought and sold outright either on credit against wool receipts or for cash. 
(Proceedings p. 5440). The policy is to distribute these goods at prices as close 
as possible to cost. The company sells both to its members and, in districts 
where there is little sheep ranching, to the local trade. Terms are the same for 
all types of customer. The Company does not provide supplies to the trade 
in centres where the shippers have their own supply organization. 


APPENDIX C 


Financial Information and Operating Methods of Certain Co-operative 
Societies in the Provinces of Quebec and Saskatchewan 


QUEBEC CO-OPERATIVES 


A substantial portion of the co-operative business in the Province of 
Quebec is conducted by local agricultural societies whose products are marketed 
principally by Co-opérative Fédérée de Québec. 
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Financial information relating to these local societies was obtained from 
the statistical records of the Quebec Department of Agriculture and appended 
hereto are the following: 

Exhibit 1 — A chart showing the volume of business during the nine 

fiscal years 1935 to 1943 of 

(a) Co-opérative Fédérée de Québec 

(b) All local agricultural societies in the Province of Quebec 
(c) A composite group of fifty such local societies. 


Exhibit 2 — Statement of members’ equity in all agricultural co-operative 
societies in the Province of Quebec and in the composite group 
of fifty such societies at the end of the 1935, 1939 and 1943 
fiscal years of each of the constituents, together with details 
as to how such equity is invested and what it represents. 


Exhibit 3 — A chart showing the division of the members’ equity in all the 
agricultural societies between capital (including allocated 
surplus) and unallocated surplus at the end of each of the nine 
years 1935 to 19438. 


Financial Structure and Membership. 


The Co-opérative Fédérée de Québec was established in 1922 to market 
the products of various local agricultural societies in the Province. The 
common stock of the Fédérée is held by affiliated member associations who are 
required to invest 5% of their paid-up capital in such stock. 

As shown on Exhibit 2, the number of local agricultural societies in the 
province has increased from 158 in 1935 to 544 in 1943. Of these societies 95 
were members of the Co-opérative Fédérée in 1935 and there were 309 of such 
member societies in 1943. Each member of the local societies is usually 
required to subscribe for $50. in share capital of his society; it is fairly general 
practice for the members to pay a quarter of this in cash, and the balance is 
provided by deductions from the proceeds of products delivered during the 
first three years of membership. 


Operating methods 


The local associations purchase the farm products of their members at 
prevailing market prices. These products, which consist mainly of butter, 
cheese and livestock, together with smaller quantities of eggs, poultry, fruits, 
vegetables and grain, are processed by the local associations and sold on consign- 
ment, principally to the Co-opérative Fédérée; all members of the Fédérée are 
supposed to ship to it exclusively. The Fédérée returns to the locals the full 
proceeds derived from the sale of these products, after deducting handling charges 
and 5% for other expenses. At the end of each year the Fédérée determines 
the rate of patronage dividend payable on each product, but such patronage 
dividends are paid only to member associations. Any non-member group who 
joins within six months after the end of the fiscal year of the Fédérée becomes 
eligible for patronage dividends on shipments in the preceding year. During 
the nine years 1936 to 1944, the Fédérée has allocated to its members approxi- 
mately half of the available earnings and the balance has been retained within the 
business. Up until the year 1942, all allocations were paid out in the subse- 
quent year but commencing with the 1943 fiscal year, the members were given 
the option of leaving all or part of their patronage dividends on deposit with 
the Fédérée; these bear interest at the rate of 5% per annum and are withdraw- 


able on demand. 


180 


The local associations also sell to their members farm supplies. These 
consist mainly of feeds, seeds and fertilizer. The locals purchase these supplies 
(principally from the Fédérée) at retail prices and sell them at substantially 
the same prices to their members. Patronage dividends on certain of these 
products are declared by the Fédérée at the end of each fiscal year and distrib- 
uted to the member association unless it wishes to leave the dividend on 
deposit. 

It will be seen, therefore, that the member association receives its pat- 
ronage dividends on shipments to or purchases from the Fédérée in the year 
following shipment or purchase. The exact amount of patronage dividends 
paid out by the locals to their members is not available in the provincial stat- 
istical records but it is apparent from the appended statements that a sub- 
stantial portion of the earnings of the locals have been retained. 


Operating and Financial Results of Local Agricultural 
Societies in the Province of Quebec during the eight fiscal 
years 1936 to 1948 inclusive 


Exhibit 2 attached, shows the members’ equity in all agricultural co-oper- 
ative societies in the Province of Quebec at the end of 1936, 1939 and 1943 
fiscal years of each of the constituents, together with details as to how such 
equity is invested and what it represents. It also shows similar data for a 
selected group of fifty such societies; the equity of the complete group is shown 
in graphic form on Exhibit 3. The financial information for these associations, 
as compiled by the Quebec Department of Agriculture, suggests the following 
significant points. 

(1) As shown on Exhibit 1, there was a substantial growth in the volume 
of business transacted by both the local agricultural societies and the 
Co-opérative Fédérée during the nine years 1935 to 1943; it must, 
however, be berne in mind that the volume of business of the Fédérée 
shown on this exhibit is, to a considerable extent, a duplication of the 
sales of the local societies. 


(2) The number of societies in existence has increased from 158 in 1935 
to 544 in 1943 and the membership has increased proportionately from 
11,849 to 44,069. 


(3) As shown in exhibit 2 the equity of the members in all societies in the 
province increased from approximately $800,000 in 1935 to $4,300,000 
in 1943. Of this increase of $3,500,000 some $2,000,000 represented 
increase in capital and allocated surplus, the balance being unallocated. 
The data available are not sufficiently detailed to show what part of the 
increase in capital and allocated surplus is attributable to cash pay- 
ments by the members, what part represents deductions or patronage 
allotments applied to the payment of share subscriptions; and what 
part consists of patronage allotments declared but withheld from the 
members. The amount of equity per member increased from some 
$65. in 1935 to approximately $95. in 1943. 

(4) At the end of 1943, current assets exceeded all liabilities to the public 
by approximately $600,000 as compared with a corresponding deficit of 
$70,000 at the end of 1935; thus there was an improvement of $670,000 
in the financial position of all the agricultural co-operatives during 
the eight-year period; it is significant that over 50% of this improve- 
ment is applicable to the fifty specific co-operatives shown in the 
second section of Exhibit 2. 

(5) The agricultural societies have made substantial expenditures on 
fixed assets. 
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(6) The provincial records did not segregate depreciation reserves and 
other asset valuation reserves from such reserves as should be consid- 
ered equity of the members. 


Saskatchewan Purchasing Associations 
Financial Structure and Membership 


_ In 1929 purchasing associations established the Saskatchewan Co-oper- 
ative Wholesale Society Limited. Its purpose was to supply its local member 
associations with farm supplies such as binder twine, petroleum products, etc. 
and with goods for home consumption such as coal, wood and a wide line of 
consumers’ goods. The local associations sold these goods to their individual 
members. . 

A wholesale society in Saskatchewan, Consumers Co-operative Refineries 
Limited, was formed in 1935 for the purpose of refining and distributing pe- 
troleum products. 

During the autumn of 1944 the Wholesale Society and The Refineries were 
merged into one group named Saskatchewan Federated Co-operatives Limited. 

The basis of subscribing for capital stock in the local purchasing asso- 
ciations varies according to the bylaws of the individual societies but it appears 
that capital stock is paid up mainly through application of patronage dividends. 
Most of these associations operate revolving funds which revolve over periods 
of time dependent upon the financial position of the individual organizations. 


Operating and Financial Results of Local Purchasing 
Associations in the Province of Saskatchewan during 
the eight years 1926 to 1943 


The following exhibits are attached hereto : 


Exhibit 4 — A chart showing the volume of business during the eight 
fiscal years 1936 to 1943 of : 

(a) All co-operative purchasing associations in the Province 

of Saskatchewan (excluding the two wholesale groups). 

(6) The two wholesale purchasing societies in the province, 

namely, Saskatchewan Co-operative Wholesale Society 

Limited and Consumers Co-operative Refineries Limited. 

(c) A group of forty selected purchasing associations in the 
Province of Saskatchewan. 


Exhibit 5 — Statement of members’ equity in all co-operative purchasing 
associations in the Province of Saskatchewan and in the 
selected group of forty such associations at the end of the 
1935, 1939 and 1948 fiscal years of each of the constituents, 
together with details as to how such equity is invested and 
what it represents. 

Exhibit 6 — A chart showing members’ equity in all purchasing associa- 
tions in the province at the end of each of the nine fiscal 
years 1935 to 1943. 

Exhibit 7 — Statement summarizing the changes in members’ equity in 
the group of forty purchasing associations in the province 
during the eight fiscal years 1936 to 1943 (showing earnings 
available for allocation together with the manner in which 
such earnings were dealt with). 


182 


From these Exhibits it will be seen that : 


(1) 


(2) 


(3) 
(4) 


The number of purchasing associations in the province has increased 
from 194 in 1935 to 486 in 1943; the membership of these associations 
has increased to an even greater extent during this period — from 
12,690 to 66,340. 

The members’ equity in all such associations (obtained from the 
provincial statistical records) was almost $3,600,000 in 1943, a 
growth of 350% since 1935, and almost 300% since 1939. The 
equity per member, however, declined from some $83. in 1935 to 
approximately $54. in 1943. 

These associations owned fixed assets valued at $780,000 at the end 
of 1943 after applying depreciation reserves of undetermined amount. 
The volume of business of all local purchasing associations increased 
from less than $3,000,000 in 1936 to over $13,000,000 in 19438. 


(5) During this same period the sales of the two wholesale societies have 


increased from approximately $1,000,000. to almost $7,500,000.; 
the products of the wholesale societies were, however, sold almost 
entirely to the locals who, in turn, sold these products to their indi- 
vidual members Therefore, as in Quebec, the sales of the two whole- 
sale societies, as shown in Exhibit 4 are substantially duplicated in 
the sales of the local societies; it is significant, however, that these 
locals now obtain over 50% of their goods from the two wholesale 
societies. 


The selected group of forty purchasing associations showed substantial 
growth as indicated by : 


(1) 


(2) 


(3) 


(4) 


(5) 


(6) 


Increase in equity from $427,000 in 1935 to $1,060,000 in 1948; the 
greater part of this growth occurred during the war years 1940 to 
1943. 
Working capital amounted to $524,000 in 1943, or approximately 
50% of total equity; working capital more than doubled during the 
eight-year period. 
‘“‘Other assets” increased from $27,000 in 1935 to $278,000 in 1943; 
the 1943 figure includes deferred dividends of and investment in other 
co-operatives (principally the two wholesale societies) of $163,000. 
As shown on exhibit 4, volume of business of these forty associations 
increased from $1,250,000 in 1936 to more than $3,000,000 in 1943; 
1944 sales were over $4,000,000. 
The earnings available for allocation were $334,000 during the four 
years 1936 to 1939 compared with $781,000 during the four years 
1940 to 1943; these aggregate $1,115,000 of which $670,000 was 
allocated to members. 
During the eight years patronage dividends paid and interest paid on 
capital (after deducting increase of approximately $40,000. in paid-up 
capital) amounted to $483,000. Thus the increased equity of $632,000 
consists of: 
* Allocated earnings retained........... $188,000 
Increase in unallocated surplus and 
reserves (including statutory reserves) 444,000 


* Includes patronage dividends allotted but not paid; patronage dividends applied on share 
capital and cash contributions for share capital. 
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Exhibit 1 


SALES OF CERTAIN GROUPS OF CO-OPERATIVES IN THE 


PROVINCE OF QUEBEC 


FOR THE NINE YEARS 1935 TO 1943 


MILLIONS OF DOLLARS 


ALL AGRICULTURAL 
CO-OPERATIVE SOCIETIES 


20 


GOOPRPERAT IVE 
-FEDEREE DE QUEBEC 


MILLIONS OF DOLLARS 


{936 1037 1938 1939 1940 194] 


1942 1943 
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Exhibit 4 


VOLUME OF BUSINESS OF CO-OPERATIVE PURCHASING AND 
WHOLESALE ASSOCIATIONS IN SASKATCHEWAN DURING 
THE EIGHT YEARS 1936 TO 1943 
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Exhibit 6 


MEMBERS’ EQUITY IN ALL CO-OPERATIVE PURCHASING ASSO- 
CIATIONS IN THE PROVINCE OF SASKATCHEWAN AT THE 
END OF EACH OF THE NINE FISCAL YEARS 1935 to 1943 


MILLIONS OF DOLLARS 


ALL CO-OPERATIVE PURCHASING ASSOCIATIONS 
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EXHIBIT 7 


STATEMENT SUMMARIZING CHANGES IN MemBeErs’ EQUITY IN THE ForTY SELECTED PURCHASING 
ASSOCIATIONS IN SASKATCHEWAN DURING THE EIGHT FiscaL YEARS 1936 To 1943 


(SHowine EARNINGS AVAILABLE FOR ALLOCATION TOGETHER WITH THE M ANNER IN WHICH SUCH 
EARNINGS WERE ALLOCATED) 


Four years Four years Eight years 
1936 to 19389 1940 to 1948 1936 to 1943 


Sirs. ee ee $ 5,521,192 $ 9,863,372 $ 15,384,564 


Less cost of sales and operating expenses......... 5,328,539 9,344,973 14,673,612 
(Operatinetearmingess. . 2 edccs. hee ah eo ae $ 192,653 $ 518,399 §$ 710,952 
OGM DEHAACOIDET. .. Oklo.. cad waouriy Soe nfo ae 141,762 262,758 404,620 
EARNINGS AVAILABLE FOR ALLOCATION....... $ 334,415 $ 781,157 $ 1,115,572 
Deduct earnings allocated to patrons.......... 203,335 467,463 670,798 
HARNINGS UNALLOCATED..............000000 $ 131,080 $ 313,694 $ 444,774 
Allocated earnings as above................05. b 203,335 $ 467,463 $ 670,798 


Deduct patronage dividends paid and interest 
paid on capital (less increase in paid up 


bapinal). Ase). oN. boat ds. sess 156,117 326,760 482,877 


Allocated earnings retained..................0. $ 47,218 §$ 140,703 $ 187,921 


ToTaL EARNINGS RETAINED (allocated and un- 
allocated) representing increased equity.... $ 178,298 $ 454,397 


PR 


632,695 


APPENDIX D 


The Taxation of Co-operative Societies in Great Britain and the United 
States 


PART I.—THE CO-OPERATIVE MOVEMENT IN GREAT BRITAIN 
SECTION 1. 


HISTORICAL DEVELOPMENT 


Whileit is generally agreed that the Co-operative Movement dates from the 
founding of the Rochdale Equitable Pioneers Society on December 21, 1844, 
there were a number of earlier attempts by groups of people in Great Britain 
to provide themselves with services to some extent on a co-operative basis, 
as the term is understood today. 

These earlier attempts resulted from some of the conditions which emerged 
in connection with the Industrial Revolution after the middle of the eighteenth 
century and the beginning of the nineteenth. Labour was plentiful, partly 
because of the high birthrate, and agricultural districts were sending large 
numbers of labourers into industrial areas. Child labour was prevalent and 
this served still further to depress wages. The small cottage producer or artisan 
was disappearing. But many of the new businesses, particularly spinning and 
weaving were small, were less efficient than larger firms, with the result that 
in order to retain their share of the market, they had to keep their labour costs 
low, and they were aided in this by a plentiful supply of labour. There was 
intense competition for markets, but lack of knowledge of market conditions, 
except perhaps amongst larger firms and merchants, led to extremely rapid 
fluctuation in supply and demand for manufactured goods, with consequent 
variations in employment. These conditions were also reflected in the retail 
trade, and due to fluctuations in employment, traders had to charge high prices 
and to extend credit. The extension of credit meant many bad debts, which 
in turn resulted in losses and increased costs. High costs of retailing, in- 
cluding losses sustained from the extension of credit frequently led to the sale 
of adulterated goods. Another development was the so-called ‘‘truck’”’ system, 
whereby certain employers required their employees to shop at company stores. 

All of these conditions led to various efforts during the latter half of the 
eighteenth century to improve the condition of the working classes. These 
efforts included poor law-legislation, attempt to organize trade unions, efforts 
to regulate hours of labour, to limit child labour to secure parliamentary reform, 
and sporadic and intermittent efforts to lower the cost of living by the organi- 
zation of a number of loosely knit co-operative societies. A number of these 
were organized after the close of the Seven Years War, 1756-63 and there was 
a co-operative flour mill as early as 1760, formed in protest against high 
prices charged by corn millers. There is a record of a sort of a co-operative 
buying club in Ayrshire in 1769. There were also attempts at what might be 
termed producers co-operation in a co-operative society of tailors in Birmingham 
in 1777. These were, however, isolated efforts and no general attempt was 
made to organize co-operatives during the eighteenth century. 

The outbreak of the Napoleonic Wars and the distress which followed led 
Robert Owen to formulate ambitious plans for the re-organization of the social 
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system. These included the establishment of large scale communities consisting 
of producers and consumers of different commodities, owning the means of 
production in common and working together to satisfy their collective needs. 
Owen thus sought to apply some of the lessons learned from the experience of 
earlier co-operative efforts to a co-ordinated social program, as a substitute for 
the form of business enterprise which had emerged with the Industrial Revo- 
lution. He attached little importance to co-operative purchasing, however, or 
to the distribution of what became known later as the patronage ‘‘divi’’. 
Furthermore, he did not emphasize democratic control, but rather autocratic, 
if benevolent control, at least to begin with, in the hope that with improved 
education the people could then be depended upon to organize the type of 
society which wouid be most conducive to their happiness and welfare. 

The far reaching plans formulated by Owen ended in failure, but the 
influence of his teachings were reflected in the work of the Rochdale Pioneers 
and other co-operative leaders. The economic and social distress during and 
after the Napoleonic Wars led to the organization of a considerable number 
of co-operative societies, apart from the projects sponsored by Owen. Most 
of these failed or were later merged with other enterprises. One reason for 
these early failures was lack of uniformity in what were later recognized as 
co-operative practices. While the objective of these earlier societies was to 
lower the cost of necessities for poor people, there were no standard operating 
practices. Some did, indeed, distribute their surpluses in proportion to pur- 
chases, but some related distribution to share capital holdings, while some used 
the surplus for other purposes. 

By 1840 most of these early co-operative societies had disappeared and 
little or nothing was left of the projects sponsored by Owen. But the conditions 
prevailing in the ‘‘Hungry Forties” led to the founding of the Rochdale Society. 
The principles and methods laid down by the Rochdale Pioneers have become 
synonymous with co-operation the world over. They included the following: 


. Share holding membership open to all. 

. Low fixed rate of interest on capital. 

. One member — one vote, irrespective of the amount of capital held. 

. Sales at current, i.e., generally acceptable prices with return of the net 
surplus to customers in proportion to purchases. 

Sale of goods for cash — no credit. 

. Provision for investment in the Society of the proceeds of the patronage 
“divi’’. 

. Educational work amongst the members. 

. Religious and political neutrality. 

. Sale of pure and unadulterated goods. 


The first contribution of the Rochdale Pioneers was that they applied some 
of the principles enumerated by Owen and practised to some extent by earlier 
societies to an enterprise with a specific, though perhaps limited objective, 
namely, retail trading. This was in contrast to the somewhat grandiose social 
scheme of Owen. It is true that the Rochdale Pioneers had social and economic 
aims beyond the co-operative purchasing of necessities. But the distribution of 
the trading surplus through the device of the patronage ‘‘divi”’ appealed to people 
with low incomes. Open membership and democratic control fostered mem- 
bership interest and leadership. Cash trading was stressed to avoid dependence 
on ‘‘truck’’ shops operated by employers. Political and religious neutrality 
enabled the society to avoid entanglement in local factional disputes and 
appealed to the interests of consumers generally. Provision for the investment 
of the ‘“‘divi’’ enabled those with little or no surplus funds for investment to 
contribute to the capital of the society, while securing their necessities at 
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prevailing prices. The insistence on quality goods was an attempt to protect 
the consumer interest against some prevailing trade practices. Education was 
intended, amongst other things, to emphasize the responsibility of the individual 
member to the society. But perhaps the chief contribution of the Rochdale 
Pioneers was the patronage ‘‘divi’’ which has become identified with cO-opera- 
tive practice the world over. 

In spite of the practical system evolved by the Rochdale Pioneers, only a 
few societies were organized during the next decade. The next major step, 
however, in co-operative development was the enactment of the Industrial 
and Provident Societies Act in 1852, which was intended to facilitate the 
organization of co-operative societies with limited liability. A further step 
was an amendment which repealed the provision of the existing statute which 
forbade one society from holding shares in another, and limited the holding 
of property to one acre. This amendment made possible the organization in 
1863 of what is now the Co-operative Wholesale Society. In 1868 the Scottish 
Societies established their own wholesale. Thereafter the English and Scottish 
Co-operative Movement expanded at a rapid rate. 

Another development of importance was the decision of the C.W.S. in 
1872 to embark upon productive enterprises under the control of the society. 
This meant the decline of co-operative production enterprises controlled by 
employees which formerly had been supported by the Wholesale. 

In 1876, the Industrial and Provident Societies Act was amended to remove 
the restriction which precluded co-operative societies from doing a banking 
business. In 1872, a loan and deposit department had been opened by the 
C.W.S. to accept funds from member societies only, but the 1876 amendment 
to the Act enabled the Banking Department to accept deposits from individuals, 
mutual organizations, etc. The Banking Department was the natural outcome 
of the provision introduced by the Rochdale Pioneers for investment in and 
deposit with a co-operative society of patronage dividends, and other surplus 
funds. 

In 1867, the Co-operative Insurance Company was founded to insure the 
property of member societies. The Insurance Society made, however, but 
little progress until it was taken over by the two Wholesale Societies in 1913. 
Since that time the Insurance Society has made extensive progress. 

By contrast with retail co-operatives, which progressed rapidly after the 
organization of the Co-operative Wholesale Societies, the development of what 
might be termed agricultural co-operation, i.e., the marketing of farm products 
and the purchase of farm supplies, has been slow. Great Britain is predomi- 
nantly an industrial country and it was natural that co-operation should first 
develop as a method of improving the position of the working class population 
in the towns and the cities. By and large, leaders of the Consumers Co-oper- 
ative Movement favored ownership of the means of production by consumers 
societies and for some time gave little encouragement to the co-operative 
ownership of the means of production or marketing by producers, either agri- 
cultural or industrial. The growth of agricultural co-operation in England was, 
however, assisted by the organization of the Agricultural Organization Society 
in 1901. While this organization terminated its activity in 1924, some encour- 
agement has been given to co-operative organization work by the National 
Farmers Union. The fact that the C.W.S. manufactures many products such 
as feed stuffs in the course of milling which agricultural societies have to buy 
has encouraged trade relationship between the wholesale and agricultural 
societies. The consumers movement is disposed to look with favor onorgani- 
zations which are co-operative in the widest sense of the term, and this has made 
the C.W.S. give encouragement to marketing societies handling products 
which the consumer societies have to buy. Since the failure of the Agricultural 
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Co-operative Wholesale Society in 1924 the C.W.S. has given assistance to 
agricultural co-operative societies, sometimes by way of finance, sometimes 
by way of temporary supervision. Information given by officials of agricul- 
tural co-operative societies indicates their belief that these societies have 
received fair and considerate treatment from the C.W.S. 

The Scottish Agricultural Organization Society was organized in 1905 
for the general object of promoting and giving assistance to agricultural co- 
Operative societies. The relations between the Agricultural Co-operative 
Societies in Scotland and the Scottish Co-operative Wholesale Society are not 
as well developed as in the case of the English Co-operative Wholesale Society 
and the Agricultural Co-operative Societies in England. 

The Welsh Agricultural Organization Society was organized in 1922 to 
assist farmers in Wales to organize for business purposes on co-operative lines. 

The Co-operative Union, a federal body, comprising most of the co-oper- 
ative societies in Great Britain, formulates policies for the whole movement 
and acts as a defence organization. It also assists in the settlement of disputes 
between member societies. Membership in the Union provides some guarantee 
of the co-operative character of its member societies. In addition the Union 
provides special services for its members, including technical assistance, as well 
as legal, accounting, labour, agricultural, statistical, educational and publicity 
services. Nearly all member societies of the Union are incorporated under the 
Industrial and Provident Societies Act. 


SECTION II 
BRITISH CO-OPERATIVE LEGISLATION 


All co-operative societies in Great Britain are incorporated under the 
Industrial and Provident Societies Act, 1893 and 1913. The enactment 
of this legislation in 1852 was responsible in no small degree for the expansion 
of the co-operative movement. At present incorporation under this Act is a 
prerequisite for a society to be recognized as a Co-operative, and knowledge 
of its chief provisions is necessary to any survey of the British Co-operative 
Movement. ‘The chief provisions are in the paragraphs which follow. 

A society may be incorporated under this Act by seven persons ‘‘for carry- 
ing on any industry, business, or trades specified or authorized by its rules, 
whether wholesale or retail, and including dealing of any description with land. 
Provided that—(a) No member other than a registered society shall have or 
claim any interest in the shares of the society exceeding two hundred pounds, 
and (b) In regard to the business of banking, the society shall be subject to the 
provisions hereinafter contained”’. 

The foregoing makes it clear that a co-operative society can be organized 
for carrying on almost any kind of trade, business or service. Individual in- 
vestment in a society is limited to two hundred pounds, but this limit does not 
apply to societies which are members of, for example, the C.W.S. 

The word ‘‘limited’’ must be the last word in the name of every society 
registered under the Act. 

No society with withdrawable share capital shall carry on the business of 
banking, provided that the taking of deposits of not more than ten shillings in 
any one payment, nor more than twenty pounds from one depositor shall not be 
included in the business of banking, within the meaning of the Act, but no 
society which takes such deposits shall make any payment on withdrawable 
capital while any claim due on account of any such deposit remains unsatisfied. 

The effect of the foregoing is that societies carrying on a banking business 
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such as the C.W.S. do not have share withdrawable capital, although its shares 
are transferable. On the other hand, retail societies with withdrawable share 
capital, which accept deposits, have to recognize the priority of the latter with 
respect to withdrawal as compared with withdrawable shares. 

Subject to an appeal to the courts by applicants for registration, i.e., 
incorporation, the Registrar may refuse to register a society under the Act. 

The Registrar may cancel the registry of a society if the number of mem- 
bers has been reduced to less than seven, if the registration has been obtained 
by fraud or mistake, or if the society has ceased to exist. He also may, with 
the approval of the Treasury, cancel the registry of a society on proof that the 
society exists for an illegal purpose, or has wilfully, and after notice from Reg- 
istrar, violated any of the provisions of the Act. 

The registration of a society renders it a body corporate by which it may 
sue and be sued, with perpetual succession, with limited liability, and vests in 
the society all property for the time being vested in any person in trust for 
the society. 

The rules of a registered society bind the society and all members thereof 
and all persons claiming through them, respectively, to the same extent as if 
each member had subscribed his name and affixed his seal thereto, and there 
were contained in the rules a covenant on the part of such members to conform 
thereto subject to the provisions of the Act. 

All monies payable by a member to a registered society shall be a debt 
recoverable from such member in the courts. In addition, a society shall have a 
lien on the shares of any member for any debt due to it by him and may set 
onan sum credited to the member thereon in, or towards the payment of such 

ebt. 

A minor above the age of sixteen and under the age of twenty-one may be 
a member, but may not hold office in the society. 

A society may hold, purchase or take on lease in its own name, land, and 
may sell, exchange, lease, or otherwise dispose of or utilize same. 

A society may invest any part of its capital in securities in which trustees 
are authorized by law to invest, in securities of any local authority as defined 
in the local loans Act, and in the shares of securities of any other society or of a 
Building Society, or of any company registered under the Companies Act, or 
incorporated by Act of Parliament, provided that no such investment be made in 
the shares of any society or company except with limited liability. This pro- 
vision makes possible the establishment of federations of societies such as the 

W.S. 

The rules of a society may provide for advances of money to members 
on the security of real or personal property or in the case of a society registered 
to carry on a banking business, in any manner customary to the conduct of such 
business. 

A register of members must be kept showing the date on which any person 
became a member, the date upon which any person ceased to be a member, 
the number of shares held by each, and the amount paid or agreed to be con- 
sidered as paid on such shares. 

The rules of a society must contain a provision for the settling of disputes 
between a member and the society and the parties to the dispute may, unless 
the rules otherwise direct, refer a dispute to the Registrar. 

Every registered society is required to have its accounts audited by one 
or more public auditors appointed by the Treasury for the purposes of the Act. 
A copy of the annual return in the form prescribed by the Registrar, must be 
forwarded to him not later than March 31st in every year. Provision is also 
made for inspection by the Registrar, if he thinks fit, upon the application of 


ten members of the society. 
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The Act also designates the manner in which a society may be wound up, 
convert itself into a joint stock company, amalgamate with another society, etc. 

Provision is made for the bonding of officials handling money in behalf 
of the society. 

The Treasury is authorized to make regulations respecting registry, and 
other procedure under the Act, and with reference to the duties and functions 
of the Registrar. The Registrar appointed to administer the Friendly Societies 
Act is entrusted with the administration of the Industrial and Provident 
Societies Act. 

The rules or bylaws of co-operative societies and amendments thereto 
must be approved by the Registrar. Annual returns must be prepared in a 
manner acceptable to him, and on the basis of such returns, annual statistics 
are compiled regarding the operations and position of co-operative societies in 
England, Scotland and Wales. 

Societies in Northern Ireland are registered under a similar Act adminis- 
tered by the Government of that country. The Act governing the incorpo- 
ration of Co-operative Societies in Eireis similar tothe Industrial and Provident 
Societies Act. 

It will be observed that the provisions of The Industrial and Provident 
Societies Act are rather general with respect to co-operative practices. More 
detailed provisions are set forth in the rules of each society, which must be 
- registered under the Act. 


Schedule II of the Industrial and Provident Societies Act prescribes that 
the rules of a registered society shall provide for the following: 


“1. Object, name, and registered office of the society. 


2. Terms of admission of the members, including any society or com- 
pany investing funds in the society under the provisions of this Act. 


3. Mode of holding meetings, scale and right of voting, and of making, 
altering, or rescinding rules. 


4. The appointment and removal of a committee of management, by 
whatever name, of managers, or other officers, and their respective 
powers and remuneration. 


5. Determination of the amount of interest, not exceeding two hundred 
pounds sterling, in the shares of the society which any member other 
than a registered society may hold. 

6. Determination whether the society may contract loans or receive 
money on deposit subject to the provisions of this Act from members 
or others; and, if so, under what conditions, on what security, and to 
what limits of amount. 

7. Determination whether the shares or any of them shall be transfer- 
able; and provision for the form of transfer and registration of the 
shares, and for the consent of the committee thereto; determination 
whether the shares or any of them shall be withdrawable, and pro- 
vision for the mode of withdrawal and for payment of the balance 
due thereon on withdrawing from the society. 

8. Provision for the audit of accounts and for the appointment of aud- 
itors or a public auditor. 

9. Determination whether and how members may withdraw from the 
society, and provision for the claims of the representatives of deceased 
members, or the trustees of the property of bankrupt members, and 
for the payment of nominees. 

10. Mode of application of profits. 
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11. Provisions for the custody and use of the seal of the society. 


12. Determination whether, and by what authority, and in what manner, 
any part of the capital may be invested.” 


SECTION III 


WHEAT CONSTITUTES A CO-OPERATIVE 


Careful scrutiny of applications for the registration of co-operative so- 
cieties, together with general agreement by co-operative officials as to what 
constitutes accepted co-operative practice, tends to ensure that only bona 
fide co-operative societies will be registered under the Industrial and Provident 
Societies Act. The fact that the Companies Act provides that no joint stock com- 
pany may use the word ‘“‘Co-operative’’ as a part of its registered name without 
special permission of the Board of Trade, affords further protection against 
the possibility that companies which are not co-operative will attempt to mas- 
querade as such. 

_ Additional assurance that only bonafide co-operative societies will be reg- 
istered under the Industrial and Provident Societies Act is provided by Sec- 
tion 10 of the Prevention of Fraud (Investments) Act, 1939. The Section sets 
out new conditions governing the registration of societies and then deals with 
the position of existing societies and the circumstances under which they may 
remain on the register or may be removed from it. The general object is to 
confine new registrations to- genuine co-operative and philanthropic societies 
within the meaning of the Act, and to remove from the register societies which 
are not genuine co-operative or philanthropic societies, if they invite persons 
toinvest with them. The latter do not need to go out of business, but may, by 
means of special resolutions, bring themselves under the Companies Act. 


Subsection (1) of section 10 of the Prevention of Fraud (Investments) Act 
1939 reads as follows: 

‘‘A Society shall not be registered under the Industrial and Provident 

Societies Act, 1893, unless it is shown to the satisfaction of the registrar — 


(a) that the society is a bona fide co-operative society, or 
(b) that, in view of the fact that the business of the society is being, or is 
intended to be, conducted — 


(I) mainly for the purpose of improving the conditions of living, or other- 
wise promoting the social well-being, of members of the working classes, 
or 

(II) otherwise for the benefit of the community, there are special reasons 
why the society should be registered under the said Act rather than 
as a company under the Companies Act, 1929”’. 


The Registrar is given authority, with the approval of the Treasury, to 
cancel the registry of an existing society if at any time it appears to him that 
neither of the conditions in paragraphs (a) and (6) of subsection (1) section 10 
(see above) is fulfilled in the case of that society. In addition, if it appears to the 
Registrar that it would also be in the interests of persons who have invested 
or deposited money with the society that the society, be wound up, he may 
present to the court a petition for winding up the society. 

It is thus apparent that the question may arise as to what constitutes 
“a bona fide co-operative society”. In a special circular issued to co-operative 
societies respecting section 10 of The Prevention of Fraud (Investments) HM 
the Registrar attempts to deal with this question, not by a legal definition o 
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what constitutes a co-operative society, but by stating what should be the objects 
and practices of a genuine co-operative. The following is an extract from the 
circular : 


‘““New CoNnDITIONS OF REGISTRATION — SUBSECTION (1) : 


It is necessary for existing societies to consider forthwith whether they 
fulfil one or other of the conditons specified in Subsection (1), i.e. whether 
they can satisfy the Registrar that they fall within one or other of the classes 
described in (A), (B), and (C) below. 


(A) Bona fide Co-operative Societies-Subsection (1) (a). 

The Act does not affect any society which can satisfy the Registrar that it is 
a bona fide co-operative society, and the nature of such a society may be 
indicated in a general way by the following observations : 


(a) An investment society as defined in Subsection (0) is expressly ex- 
cluded, i.e., a society which is carried on with the object of making profits mainly 
for the payment of interest on money invested with or through the society 
cannot be recognized under the Act as a true co-operative society. 


(b) The society must so conduct its business as to show that its main 
purpose is the mutual benefit of its members, and that the benefit enjoyed 
by a member depends upon the use which he makes of the facilities provided 
by the society and not upon the amount of money which he invests in the 
society. In a retail society or a social club run on co-operative line (to mention 
two familiar examples), a person who takes up the minimum shareholding 
necessary to qualify for membership participates in the benefits of membership 
in proportion to the amount of his purchases from the society or the extent 
to which he uses the amenities of the club, as the case may be. In other 
words, the profits in the one case are distributed mainly as dividends on 
purchases and not as dividend on capital, and in the other case are devoted 
to improving and cheapening the facilities of the club. By contrast a society 
which is not co-operative usualiy aims at making profits with a view to 
applying them on the basis of the amount of money invested or to the 
advantage of promoters and the like. 

In the case of such societies as agricultural co-operative societies, although 
the member may be required to take up shares in proportion to the amount 
of his land or stock, etc., the society nevertheless exists primarily to provide 
benefits for the member in proportion to the use which he makes of the market- 
ing or other facilities furnished by the society. 


(c) There must be no artificial restriction of membership with the object 
of increasing the value of proprietary rights or interests. On the other hand 
there may be reasons for restricting membership which would not offend the 
co-operative principle, e.g., a club’s membership may be limited by the size 
of its premises; a society may confine its activities to a particular class of 
persons or to a particular area. By contrast, if the membership were limited 
in order to give the maximum benefit to a restricted number of persons the 
society might not be regarded as truly co-operative. 


(d) A rule providing that any persons should have more than one vote 
might suggest prima facie that the society was not a true co-operative society. 


(ec) The return on share and other capital must not exceed a moderate 
rate which may vary according to circumstances but should approximate to the 
minimum necessary to obtain such capital as is required to carry out the 
primary objects of the society. 
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(B) Societies for improving the conditions of living or otherwise promoting 
the social well-being of the working classes — Subsection (1) () Ga): 


This is intended to cover societies which are conducted solely or mainly 
for philanthropic purposes connected with the social welfare of the working 
classes, e.g., slum-clearance societies which pay little or no interest on capital 
and are often largely supported by voluntary donations; housing societies formed 
by employers on,a non-profit-making basis for the benefit of their employees; 
spr laHes providing facilities for the education, recreation, etc., of the working 
classes. 

It will be observed that the Act requires societies in this category to satisfy 
the Registrar that there are special reasons why they should be registered under 
the Industrial and Provident Securities Act rather than under the Companies 
Act. The effect of this provision is that societies must be able to show not 
merely that their objects are such as are mentioned here, but that they are 
entitled to the privileges of registration under the Industrial and Provident 
Societies Act because, for instance, they are not carrying on a profit-making 
business and need not be subjected to the various protective requirements 
(e.g., as to prospectuses) which are contained in the Companies Act but not in 
the Industrial and Provident Societies Act. 


(C) Societies for the benefit of the community-—Subsection (1) (b) (ii). 


The societies in this category must be conducted solely or mainly for the 
benefit of the community at large, e.g., for the preservation of rural amenities, 
the promotion of public health, education, etc., but here again there must be 
special features, as indicated in the preceding paragraph, to justify registration 
under the Industrial and Provident Societies Act’. 


It can therefore be concluded that one of the advantages enjoyed by the 
British Co-operative Movement, as compared with the movement in Canada, 
is uniform co-operative legislation administered by a Department of the 
Government, with special powers to scrutinize carefully new applications for 
incorporation, to determine what constitutes acceptable co-operative practice 
and to remove from the register societies which do not adhere to generally 
accepted co-operative principles and practices. 


SECTION IV 
OPERATIONS OF CO-OPERATIVE SOCIETIES OF DIFFERENT TYPES 


As previously indicated, the enactment of the Industrial and Provident 
Societies Act in 1852, together with subsequent amendments, has facilitated 
greatly the development of the Co-operative Movement in England, Scotland 
and Wales. The following is a brief description of the main types of Co-opera- 
tive Societies registered under the Act, together with comparative statistics 
for 1943, 1942, 1936 and 1933, as computed by the Registrar on the basis of 
annual returns forwarded to him in accordance with the provisions of the 
Industrial and Provident Societies Act. In considering these statistics it should 
be borne in mind that 1933 and 1936 represented a period of relatively low 
employment and business activity in contrast with 1942 and 1943, which 
were years of intense business activity, together with some inflation of prices. 
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Retazl societies 


The most important type of co-operative activity in Great Britain is that 
of the retail societies, each operating one or more stores or shops for the distri- 
bution, chiefly of consumers goods in towns and cities. In 1943, there were 1045 
societies operating general supply stores, and 55 rendering retail services of a 
miscellaneous type. Seventy-nine trading societies still registered under the 
Act but which do not pay a patronage dividend out of surplus are considered 
‘“‘non-co-operative”’ in accordance with the provisions of Section 10 of the 
Prevention of Frauds (Investments) Act, 1939, are included in the totals, but 
since their volume of business is relatively small, their inclusion in the table 
makes no material difference. 


The following analysis of Co-operative Retail trade prepared by the 
Co-operative Union shows the relative importance of the various services 
rendered by co-operative stores or shops : 

TABLE I 


Analysis of Co-operative Retail Trade 


Trade Percentage of 
Total Trade 
Department SSS SSS SS 
1939 1943 1939 1943 
£millions |£millions 

Grocery, Bread, and Confectionery............. 15555 186.1 67:11 56.15 
Butchery...4. 3, POE EI FR ES OC AT 22.8 272 8.37 8.19 
Greensrocery, Fruit. and Fish... . ... 2... wes e- 4.4 5.0 1.62 1.50 
ATV A ON oe Se ee nee eee 24.8 38.0 Ort 11.46 
otalHoodstufisicc: michpltramd geet iar tee 207.5 256.3 76.21 77.30 
Diragearve® &.aik, PR eeioe Sa, SRG TER... 20.4 22.6 7.49 6.80 
Ahewliorewaves Chavo: OlMuMtnibNe., ~Pacessoyscgecuce als. 6.8 6.9 2.50 2.07 
BOO OMRON OOn ee ttn itn tune peta. somite cae Ona 9.6 2.46 2.91 
Furnishine’ and Hardware.:...:...... 4... #2405 8.7 el 3.19 2.14 
otalbDry Goodsie: sce sae ease. BAe: 42.6 46.2 15.64 13.92 
@oalpzosst face: fe cotauhies b. atte to agers: 13.8 16.9 5.07 5.10 
COUT lies ges oh eS SE ee ie ee A PS: 4.6 0.92 1.40 
Other Departmentsee- nr so. eR ek ee 5.9 AO 2.16 2.28 
‘Potal (vdde. AAAs ghd BORG 272.3 331.6 100.00 100.00 


The following table respecting the statistical position of retail societies 
was prepared by the Registrar of Industrial and Provident Societies. Any 
differences in totals as compared with the table prepared by Co-operative 
Union are due to the fact that the latter includes member societies in Northern 
Ireland, while on the other hand all British Retail Co-operative Societies are 
not members of the Union : 


Class of Society 


Co-OPERATIVE : 


General Supply Stores....... 


Grand! Total) 200.505. 
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CO-OPERATIVE RETAIL SOCIETIES IN ENGLAND, SCOTLAND AND WALES 


TABLE 


I 


Principal Allocations of Surplus (2) 


Number Surplus 
of Socie- Number Total on 
ties on of Sales Salaries Year’s 
Register | Members (1) and Working | Interest | Dividends Share 
at end Wages (3) on on Depositors 
of Year Shares Sales Capital 
£ £ £ £ £ £ £ 
1,045] 8,937,326] 326,858,858] 37,785,000] 39,358,733] 5,966,420] 30,129,020} 199,488,081] 8,065,484 
1,037} 8,848,410] 314,617,805] 36,965,688] 38,135,902) 5,468,231] 29,309,228] 178,098,806] 7,233,434 
55 18,710 469,473 71,915 24,577 2,328 11,921 LOCC ee 
55 23,716 457,004 68,629 21,127 1,992 13,641 AB‘O1GH sts c.sisiee-e cs 
1,100} 8,956,036] 327,328,331] 37,856,915] 39,383,310] 5,968,748] 30,140,941] 199,584,546] 8,065,484 
1,092] 8,872,126] 315,074,809] 37,034,317] 38,157,029] 5,470,223] 29,322,869] 178,145,722) 7,233,434 
29 19,633} 1,406,324 110,606 164,166 LO W7LA statute es SU O4S  etetslatere e210)! 
30 19,724] 1,209,074 98,745 114,121 7,556 9,770 BOO es sic, « 
1,129} 8,975,669] 328,734,655] 37,967,521] 39,547,476] 5,988,462) 30,140,941) 199,905,589] 8,065,484 
1,122] 8,891,850] 316,283,883] 37,133,062] 38,271,150] 5,477,779] 29,332,639) 178,512,924) 7,233,434 
1,118] 7,783,466] 233,463,889] 29,055,107] 28,361,778] 4,863,509} 21,779,715) 142,285,235) 5,849,416 
1,238] 6,882,043] 197,610,157] 25,250,061| 23,725,835] 4,765,739] 17,956,497] 123,981,112) 5,117,865 


(1) Including sales of goods purchased from Wholesale and 
Productive societies by Retail Societies. 


(2) Including allocations of surplus proposed but not formally 


sanctioned at the year end. 


(3) Before charging income tax, 


(4) Excluding banking business. 


Liabilities 


Other 
Loans 
Liabilities 


£ £ 
33,535,758] 28,168,656 


29,320,867] 26,819,826 


44,054 42,087 


44,766 42,166 
33,579,812] 28,210,743 


29,365,633] 26,861,992 


289,695 184,409 


282,913 150,492 
33,869,507] 28,395,152 
29,648,546] 27,012,484 


24,445,294] 12,683,745 


Net Assets 
Balance 
Dis- 
posable Invest- Other 
and Stocks 
Reserves ments Assets 
(2) 
£ £ £ £ 
32,336,460] 26,778,556] 205,131,458] 69,684,425 
30,871,739] 27,939,579] 173,145,335] 71,259,758 
72,754 26,865 50,713 127,782 
67,176 24,673 50,141 126,210 
32,409,214] 26,805,421) 205,182,171] 69,812,207 
30,938,915} 27,964,252] 173,195,476] 71,385,968 
349,112 202,365 120,033 871,861 
306,910 170,439 105,133 831,945 
32,758,326] 27,007,786] 205,302,204] 70,684,068 
31,245,825] 28,134,691) 173,300,609] 72,217,913 
24,066,863] 18,807,393] 128,423,496] 62,099,664 
20,599,837] 17,297,980) 105,610,083) 55,309,400 


19,195,769} 9,322,880 


(5) These totals have been adjusted to eliminate duplication. 


Total 
Assets 


£ 


301,594,439 


205,360 


201,024 


301,799,799 


272,545,696 


1,194,259 


1,107,517 


302,994,058 
273 653,213 
209,330,553 


178,217,463 


rt =e 
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Principal Wholesale Societies 


The second most important type of co-operative activity is that of the 
three principal wholesale societies, namely, the Co-operative Wholesale Society, 
the Scottish Co-operative Wholesale Society and the English and Scottish 
Joint Co-operative Wholesale Society. The first two are federations of nearly 
all the retail trading societies in England, Scotland and Wales, while the Joint 
Co-operative Wholesale Society is owned and controlled by the C.W.S. and 
S.C.W.S. A number of retail societies are members of both the C.W.S. and 
the 8.C.W.S., which explains the difference in corporate membership as com- 
pared with the number of retail societies listed in Table II above. 


The wholesales act not only as buying agents for their member societies, 
but engage extensively in the production or merchandising of such commodities 
and services as food and tobacco, farming and dairying, clothing, soap, candles 
and starch, textiles, mining and quarrying, building and wood working, paper 
making and printing, metal and engineering, drugs and chemicals, together 
with miscellaneous services of various types. In 1942, the value of commod- 
ities produced by the C.W.S., the 8.C.W.S. and E. and 8. Co-operative 
Wholesale was £65, 109, 737, or 32.7% of the total sales of these organiza- 
tions. The productions of the three wholesales handled by retail societies 
comprised 19.6% of the total retail sales of the latter. 


Another service rendered by the Co-operative Wholesale Society is that 
of banking through a special department. Accounts are maintained with the 
banking department by Co-operative Societies, Trade Unions, Clubs, Mutual 
Organizations and by individual depositors. In 1944, there was a total of 51,146 
current accounts and 36,948 deposit accounts. Total deposits and withdrawals 
for 1943 were £1,075,236,123. 


The Co-operative Wholesale Society also operates a Health Insurance 
Section in accordance with the provisions of the National Health Insurance 
Act. In 1944, membership in the section was 677,000. The section provides 
sickness, disablement and maternity benefits, as well as dental services, conva- 
lescent, home treatment, medical and surgical appliances, nursing benefits 
and ophthalmic benefits. 


Both the C.W.S. and the 8.C.W.S. have opened retail branches where it 
appeared that the organization and operation of retail societies under local 
control and management was not feasible. Organization of the retail trade by 
the wholesales has, however, not assumed much relative importance. 


The following table excludes the banking and health insurance operations 
of the C.W.S. 
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PRINCIPAL WHOLESALE SOCIETIES 


TABLE III 


——e. enw oooo>0>?~+01C+CYvO_ FS 


Number 
of 
Members 


Total 
Salaries 
and 
Wages 


Sales 


(1) 


998 


1,005 


546 


£ £ 
166,834,649] 7,724,271 
157,395,338] 7,733,757 
35,236,977) 2,139,954 
33,770,149] 2,047,892 
8,325,364 265,585 


9,428,689 279,635 


Number 
of Socie- 
Class of Society ties on 
Register 
at end 
of Year 
Co-operative 
Wholesale Socy. Ltd. (4)..... 1943 1 
1942 1 
Scottish Co-operative 
Wholesale Socy. Ltd......... 1943 1 
1942 1 
English and Scottish Joint 
Co-operative Wholesale Socy. 
MG teers crete ans iviaiw crotetariaie eels 1943 1 
1942 A! 
Total \(O)iccc.sseives.cs 1943 3 
1942 3 
1936 3 
1933 3 


1,544 
1,567 
1,829 


1,880 


203,470,306] 10,129,810 


192,615,196] 10,061,284 
129,411,577) 9,163,889 


100,171,098] 7,404,726 


Surplne Principal Allocations of Surplus (2) Liabilities 
on 
Year’s 
Working | Interest | Dividends Share Other 
(3) on on Depositors | Loans _ | Liabilities 
Shares Sales Capital 
£ £ £ & £ 3) 25 
7,977,581 642,962) 4,602,022) 17,385,070] 94,366,365 | 16,285,375] 11,652,835 
6,854,685 627,424) 4,407,598) 16,969,055} 76,116,828] 13,012,004] 10,908,448 
1,436,840 83,598] 1,031,016) 2,184,415) 15,467,842].......... 1,846,144 
1,377,873 82,521] 1,034,559} 2,075,895} 12,546,453].......... 1,658,511 
784,693 100,333 460,650}  2,408,000}..... soon ott Bagg eeoeee 282,678 
913,407 100,333}  762,257| 2,403,000 Memmmeerrn ieee)... 94,511 
9,638,131 726,560] 5,633,038) 19,519,485] 109,884,207] 16,285,375] 13,781,657 
8,283,375 709,945] 5,442,157} 19,044,950) 88,663,281 13,012,004) 12,661,470 
4,547,293 649,546] 2,649,471] 16,000,472] 69,592,931 7,237,162] 7,267,349 
2,823,910]  609,801| 1,803,807] 12,521,501) 49,851,157] 4,569,126] 5,846,771 


Net Assets 
Balance 

Dis- 
posable 

and Stocks Invest- Other 
Reserves ments Assets 

(2) 

£ £ S = 
14,982,263] 10,125,621] 4,283,009]140,263,278 
13,787,515] 10,273,028] 4,429,582/116,091,240 
3,196,752} 1,304,291] 18,686,378] 2,654,484 
3,072,422) 1,463,577] 15,383,553] 2,506,151 

512,141 927,664 29,609) 2,245,546 

733,038 808,692 30,482} 2,396,375 
18,430,339] 12,357,576} 20,330,179)145,163,308 
17,080,552] 12,545,297} 16,923,194/120,993,766 
11,248,238] 11,873,818] 11,977,880] 87,494,454 
9,985,681] 9,270,273] 9,788,143] 63,715 820 


£ 
154,671,908 


130,793,850 


22,645,153 


19,353,281 


3,202,819 


3,235,549 


177,851,063 
150,462,257 
111,346,152 


82,774,236 


et *" 


(1) Including sales of goods purchased from Wholesale and 


Productive societies by Retail Societies. 


(2) Including allocations of surplus proposed but not 


formally sanctioned at the year end. 


(3) Before charging income tax. 


(4) Excluding banking business, 


(5) These totals have been adjusted to eliminate duplication. 
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Other Wholesale and Productive Societies 


In this group there are three main types, organized primarily for rendering 
services to retail societies. The first is comprised of district federations of retail 
societies formed mainly for the purpose of buying goods and distributing them 
amongst the retail societies which are members, as for example the operation 
of a creamery, bakery, laundry, etc. Another group is represented by productive 
and service societies, such as the production of clothing, footwear and the 
operation of a printing establishment. A number of these productive societies 
provide for a measure of workers control, as well as for control by retail societies 
which are members. The method of distributing the surplus varies to some 
extent, especially where there is a degree of workers’ control. Usually a fixed 
rate of interest is paid on share and loan capital, while the balance may be 
distributed as an additional bonus on share capital, a bonus for the employees 
and a patronage dividend to customers. In addition, the group includes a 
number of special service societies. The financial position is summarized in the 
following table. 
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OTHER WHOLESALE AND PRODUCTIVE SOCIETIES 


TABLE IV 
Number Surpine Principal Allocations of Surplus (2) Liabilities Net Assets 
of Socie- | Number Total on Balance 
Class of Society ties on of Sales Salaries Year's Dis- Total 
Register | Members (1) and Working | Interest | Dividends Share Other posable Assets 
at end Wages (3) on on Depositors Loans Liabilities and Stocks Invest- Other 
of Year Shares Sales Capital Reserves ments Assets 
(2) 
£ £ £ By £ £ & £ fe £ £ £ £ £ 
CO-OPERATIVE sac spyeje ess eee 1943 127 23,188] 12,766,028] 2,018,909] 1,497,095 85,614} 1,009,068] 1,999,090 5,248] 3,402,259 937,529] 1,989,500 782,154) 4,131,283) 3,420,189] 8,333,626 
1942 122 23,246] 11,383,453] 1,956,515] 1,246,114 80,198 821,381 1,971,053 3,085] 2,863,607 980,500) 1,819,288 814,175} 3,471,965) 3,351,393) 7,637,533 
Non-CooprRATIVE.......... 1943 10 5,266 42,269 19,669 2,864 ZB Rc ieFetoieie. 0's 2,528)........... 1,317 9,944 1,499 6,919 1,816 6,553 15,288 
1942 9 464 29,224 12,844 HE SUS eetere ete esetete le ictescterciesos« MUO a socccdabe 1,184 6,791 2,501 6,764 1,046 4,366 12,176 
COA od oo ue oR a St 1943 137 28,454] 12,808,297} 2,038,578] 1,499,959 85,637] 1,009,068] 2,001,618 5,248] 3,403,576 947,473] 1,990,999 789,073] 4,133,099] 3,426,742] 8,348,914 
1942 131 23,710] 11,412,677} 1,969,359] 1,247,632 80,198 821,381] 1,972,753 3,085] 2,864,791 987,291) 1,821,789 820,939} 3,473,011) 3,355,759] 7,649,709 
1936 149 42,125] 8,312,690] 1,779,591 647,416 77,840 388,274] 1,971,007 154} 2,429,701 570,904] 1,306,197 613,107] 3,012,219] 2,652,637| 6,277,963 
1933 141 42,026! 6,020,598] 1,586,603 454,055 77,541 283,762] 1,705,434 156} 2,031,580 412,265 964,356 577,000} 2,419,669] 2,117,322) 5,113,791 


a a eT 


(1) Including sales of goods purchased from Wholesale and (3) Before Charging income tax, 


Productive societies by Retail Societies. (® Wecluding “banking busigges. 


(2) Including allocations of surplus proposed but not form- 


I tioned at the year end (5) These totals have been adjusted to eliminate duplication. 
ally sanctioned at the year end. 
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Agricultural Co-operative Societies 


The retail Co-operative Societies, together with the wholesale and product- 
ive societies which provide them with goods and services constitute by far the 
most important part of British Co-operative Development. There has, how- 
ever, been a considerable development of Agricultural Co-operation in Great 
Britain, particularly in recent years. The following is a brief summary of the 
various types of Agricultural Co-operative Societies, based on information 
compiled by the Registrar in accordance with the provisions of the Industrial 
and Provident Societies Act. 

Farmers Requisites and Supply Societies correspond to some extent to co- 
operatives in Canada, which handle farm supplies. While they market farm 
products for their members, their main activity is that of handling farm re- 
quisites (supplies). Separate figures for 1933 respecting this type of co-oper- 
ative activity were not obtained, but are included in the totals for Agricultural 
Societies in that year. 


TABLE V 


Farmers Requisites and Supply Societies 


os 1943 1942 1936 
Num benmolemocleinesaereea tet se) teen techs. hac ee 194 197 227 
Number of Shareholding Members................. 92,868 90,824 79,111 
Reguiremente ete alee eo sie tee nes @ + £12,520.413/£ 12.316.206/£ 9.133.419 
Prodweet@alesmeecte sn ie tae ne betes et ede res sc 5.346.235} 2.932.737) 1.228.941 
Surplssaont eae rent «ae tiene 8 Ob is Boss nade a eee ele 768. 162 668.618 322.516 
Share: Capitalerpenicee ree erie on Oe ete cies crake aie Gisnas 1.356.810) 1.327.358 1.120.327 
Loans:iromyMemberss.. tpn se stacueea© «> deuage as * 188.688 178.371 *669.421 
Net Balance of Profit and Reserve................... 1,563,231 1.405.492 823.735 
Total Assets arr neers fey cate Ras age gc beaut ao 'a0 4.736.864, 4.236.000] 3.416.594 


‘ * Includes loans from other sources. 


Produce Societies 


A number of societies have been organized primarily for the marketing 
of farm products, although they may also retail requirements (farm supplies) 
to their members. The agricultural products marketed include eggs and poul- 
try, livestock, meats, wool, fruits and vegetables, etc. The position of these 
societies is summarized in the following table. 


TABLE VI 


PRODUCE SOCIETIES 


——— 1943 1942 1936 
NuUmbenmolweOcietics seer iia te rims oo ice nena oe 148 146 153 
Number of Shareholding Members.................. 46,733 45,687 46,690 
Sales -requiremente sere tar soc 0 se iki eee a vs wae £ 693.205)£ 1.568.357/£ 210.329 
SalessorOu commer amt reste istic srl so vaack se das 11.992.686] 9.847.941 5.526.962 
Surplus Guay caterer mer tis cians ees x kon sien 242.849 217.888 87.159 
Share catibaie: Meme ner ee eta Blt se vis «si meves @ aoe 380. 265 356. 517 329.558 
Loansifromy Vem persaeeereer ie ier fet ats sus come Sie 45.832 24.086 *165.404 
Net Balance of Profit and Reserve.................. 450.210 383.951 150.306 
TotaltAssets perry  asnan c casera te rawiciars 1.301.914 1.171.636 893 . 242 


* Includes loans from other sources. 
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Other societies organized for serving British agriculturists included those 
formed to buy farm supplies for holders of small allotments or farm holdings. 
Another group of societies has been organized for carrying on farming operations 
for their members. Co-operative societies have also been organized. 

In addition a number of societies have been organized by fishermen for 
marketing fish and for buying supplies. 

The following table summarizes the position of Requisites on Farm Supply 


Societies, Produce or Marketing Societies, Farming and Growing Societies, and 
Fishermens Societies for 1933, 1936, 1942 and 1943. 


TABLE VII 
a 1943 1942 1936 1933 
Number of Shareholding Members..... 153,898 150,595 138,541 131,614 
Sales Requirements...............0. £ 18.388.216) £ 14.154. 848)/£ 9.498.166)£ 6.796.930 
WalCeTETOUUCO ee epee me tre cs oir 17.797.022} 13.065.526) 6.961.997] 6.388.734 
Surpltrsron (Year! vst. ce gman oe ek 1.182.212 955.029 421.277 580. 742 
Sharet@anital (210 SNe bs 2a BUR 1 1.797.286 1.741.592 1.494. 447 1.515.041 
Loans-for ‘Members. s.... Sone el OS 255.423 213.750 958.252 931.368 
Net Balance of Profit & Reserve........ 2.122.927 1.886.177 1.085.577 664 . 236 
TotabAssetst¥e... 0) 6.5 See Oe 6.448.379) 5.760.511 4.557.855) 3.966.017 


Other Co-operative Societies 


In addition to the foregoing a considerable number of other co-operative 
societies of different types are incorporated under the Industrial and Provident 
Societies Act. These include agricultural development societies of various types, 
small holdings and allotmentsocieties organized for the main object of obtaining 
land which is rented to their members, a few agricultural credit societies and 
societies organized to render miscellaneous services such as the operation of a 
threshing machine, a fruit and vegetable market etc., also a large number of 
social clubs are also registered under the Act. These are mainly for acquiring 
and operating premises for recreation and gatherings of a public nature. 

In addition to the banking department of the Co-operative Wholesale 
Society to which reference has already been made, a number of bank and loan 
societies have been organized. An important development is that of housing 
societies organized to borrow or otherwise secure funds for the operation of 
housing services. There are also building and loan societies which assist their 
members to become owners of land and houses by lending them a part of the 
purchase money on mortgage. 

Another important type of co-operative activity under the Industrial and 
Provident Societies Act is that of insurance. The principal society in this 
group is the Co-operative Insurance Society which, according to its officials, 
is the third largest insurance society in England. The total premium income 
of this society in 1943 was £11,985,761. Among the services rendered by this 
society is a so-called ‘‘collective” insurance scheme whereby a single policy 
is issued to retail societies insuring the lives of all purchasing members. The 
benefits are calculated on the basis of the recorded purchases of the members 
over a period of years preceding time of death. All other branches of insurance 
services are provided. 

Other insurance societies registered under the Act deal chiefly with the 
administration of employee pension schemes, workmen’s compensation, medical 


and surgical services, etc. 
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Summary. 


It will be observed that Co-operative Societies organized under the Indus- 
trial and Provident Societies Act fall into four main groups: 

1. Retail, Wholesale and Productive. 

2. Agriculture and Fishing. 

3. Other Agricultural Services. 

4, General Services. 


Considering the first two groups, the position in 1943, 1942, 1936 and 1933 
may be summarized as follows: 


TABLE VIII 
Retail, Wholesale, Agricultural and Fishermen’s Societies in England, Scotland 
and Wales 
— 1943 1942 
No. of Societies on Register at end of Year............ 1,269 1,256 
Number of Members... Jpeig. tam. Ce eee ee 9,159,565 9,067,722 
Balesrtc so... PCO GO oso SRS BT Rls ass oc Eee £ 576,198,496 £ 547,532,130 
Surplus on Year’s Working .<.; .3.2.)...Se. ait & » 50,965,235 48,757,186 
Sharetoanitaliess swas... .€ ea fae es. ee See. 223,223,978 201,272,219 
Deposits ae ee cere eats <didatine 28 Ok bs eee res 117,904,939 95,899,800 
LORS eR ee eee ee ae ae eee 53,813,881 45,739,091 
Net Balance of Profit & Reserve... ..............0005 55,302,591 52,034,343 
DOUALA Sees elneine, Shas Megan ciency sipuce mare here ee 495,637,414 437,525,690 
— 1936 1933 
No. of Societies on Register at end of Year............ 1,270 1,382 
Number, ofsMeMDers. serra eter te rene ee oreo 7,965,961 6,925,949 
Bales, Sheet Rat Tes A pee RMN, Foe, we Ra ene £ 387,648,319 £ 303,801,853 
SurplusonWeans Working (sot. Hee SA Oa es 33,977,764 34,241,390 
Share Capital suvtuh wacele...ode Jacdtiiesn-sldeian 161,751,161 138,208,046 
Deposits eerie? ates oc ar aes ci hott ee osha ee eat 75,442,501 54,969,178 
b SY ATE 2 ON pt OO iy gS = Pe at NEA ages Pm ee Ces Shits bank ar 35,070,409 25,796,475 
Net Balance of Profit & Reserve.................... 37,656,875 31,549,874 
Total Assets. a:hliadeiesne) atts te dimemetereaads 270,663,345 266,105,490 


Some Features of Organization and Operation of Co-operative Societies 
of Different Types 


SECTION V 


The manner in which a Co-operative Society shall be administered is set 
forth in the rules which require to be approved by the Registrar, in accordance 
with the provisions of the Industrial and Provident Societies Act. 


Some of the main provisions of the rules of a typical co-operative retail 
society are as follows: 


Every individual who applies for membership in a retail consumers society 
must sign an application for one or more withdrawableshares and pay anentrance 
fee, usually one shilling, or an application may be made in his behalf by some 
other person, who pays the required entrance fee for which he secures a receipt 
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and a copy of the rules of the Society. In either case, the applicant, by the terms 
of the prescribed application form, agrees to abide by the rules of the Society 
and to make all payments required by the rules. 


Every application for membership must be approved by the directors and 
the name of the applicant entered on a list of members for the number of shares 
required to be held by the rules or any larger number applied for. No member 
may vote (a) if he holds less than the number of shares required to be taken on 
admission, (b) if he is in arrear of his subscriptions for shares, (c) if the sum 
standing to his credit on any withdrawable shares is reduced by withdrawals 
below the full amount payable on the withdrawable shares he may be required 
to hold as a condition of membership. 

The capital usually consists of shares with a value of £1 each, which are 
withdrawable and not transferable. Payments on all shares required to be held 
are usually at the rate of 3d. per week, with a fine of 1 shilling per quarter for 
non-payment. Payments of instalments may, of course, be made in advance, 
or shares may be paid for in full at any time. Interest on share capital and 
patronage dividends payable to a member are applied against unpaid balances 
on shares subscribed by or required to be held by him as a condition of mem- 
bership inthe Society. This method of building shares applied for out of patron- 
age dividends and interest, is standard practice amongst retail co-operative 
societies. 

As provided in the Industrial and Provident Societies Act, the rules must 
provide that the maximum amount of share capital which can be held by an 
individual in a retail society is 200. This restriction does not, however, apply 
to a co-operative society which is a member. 

The rules provide that the directors of a society may in its behalf obtain 
advances of money from members or others upon security of bonds, agreements, 
or mortgage of property. Unless authorized by a special rule, the amount 
borrowed shall not exceed the nominal capital. Unless authorized by a meeting 
of the members, the rate of interest payable on loans shall not exceed 6 per cent. 

A retail society may also receive money on deposit from members in an 
amount not exceeding a total of 20 pounds from any one depositor. Since a 
retail society usually has withdrawable share capital, no payment in the form 
of shares withdrawn shall be made as long as any claim for withdrawal of de- 
posits remains unsatisfied. 


Withdrawal of Shares 


Shares, and sums credited thereon, may be withdrawn by the members 
upon such notice as is specified in the rules or bylaws. The notice required 
is usually one week for any sum up to £2, two weeks for any sum from £2 to £5, 
three weeks for any sum above £5 and up to £10, andan additional week’s notice 
for each addition sum of £5 or fraction thereof. 


Withdrawal of shares and sums credited thereon is, however, subject to 
the following qualifications 


(1) Inasmuch as the rules or bylaws of a society designate the number 
of shares which each member must hold as a condition of membership, such 
shares can only be withdrawn with the consent of the directors. Any shares 
held by a member over and above the minimum designated as a condition 
of membership, can be withdrawn by the member on giving the usual notice. 


(2) If a member withdraws a portion of the share capital he is required 
to hold as a condition of membership, the amount withdrawn becomes a debt 
payable to the society as long as he continues as a member. In practice this 
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means that interest and patronage dividends payable to a member are set off 
against the amount withdrawn until the minimum investment required as a 
condition of membership has again been accumulated. 


(3) When a member withdraws from a retail co-operative society the rules 
provide that his entire investment shall be paid to him within six calendar 
months after receipt by the society of notice of withdrawal. 


(4) Not more than 10 per cent of the capital paid up on January Ist each 
year, shall be withdrawable during that year, except with the consent of the 
directors, nor except with such consent shall any member be entitled to with- 
draw more than 10 per cent of capital standing to his credit while he remains 
a member. 


(5) Notwithstanding the foregoing provisions, the directors may by reso- 
lution, suspend withdrawals of share capital, but such suspension shall in all 
cases be subject to confirmation by the next general meeting, and if not con- 
firmed, the suspension shall cease. No member shall be allowed to withdraw 
capital during the period of suspension. 


Shares in a retail society are not numbered, but the directors are required 
to keep a share register showing the amount of share capital existing from 
time to time, and containing a ledger account under the name of each mem- 
ber, showing the number of shares held by and all sums due, paid, or withdrawn 
by or credited to him on their account. In practice, share certificates are not 
issued, but members’ share pass books are used containing entries respecting 
date of transaction, amount of contributions, dividends and interest, with- 
drawals, fines, if any, e.g., for failure to pay instalments on shares together 
with entries showing the total claim for share capital from time to time. 


Where monies are loaned to a retail society by a member, a special loan 
pass book is issued containing the details of the loan agreement, the form of 
notice of withdrawal of proceeds of loan, or part thereof by the lender, together 
with entries respecting cash paid to the society, interest thereon cash, with- 
drawn by one member, and balance due by society. 


Where deposits are accepted up to a maximum of £20 from each member, 
a passbook for such ‘‘small savings fund” is issued to each depositor showing 
amount deposited, interest added, amount withdrawn and present claim. 


While the directors are given authority to suspend the withdrawal of 
shares and to delay withdrawals of deposits, in practice the financial position 
of British retail societies is such that claims for withdrawals are met on sched- 
ule. This is due not only to the position of the societies themselves, but also 
to the fact that they are federated through the C.W.S. and 8.C.W.S. with 
their extensive financial resources. It therefore follows that while the direct- 
ors are given authority to suspend share withdrawals in case of an emergency, 
in practice, share capital investment, loans and deposits can be withdrawn 
subject only to such notice as may be designated in the rules. 


Distribution of Surplus 
The rules of a retail society prescribe the manner in which the surplus 
or profit arising from the business shall be distributed. These provide for: 
(a) Depreciation of plant and equipment. 


(b) Reduction of preliminary expenses, if any, incurred in forming the 
society. 
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(c) Interest on share capital, at such rate not exceeding 5 per cent per 
annum, as the business meetings may from time to time direct. 


(d) The application of such percentage of the net surplus as the directors 
may determine and as the meeting may approve for: 


(1) the equalization of dividends 
(2) to meet other contingencies affecting the business of the Society. 


(ec) An educational fund equal to 21% per cent of the surplus, or such other 
amount as the business meeting may determine. 


(f) Payment of membership fees to the Co-operative Union, or by pay- 
ment to a general fund for such purposes as the business meetings 
may direct. 


(g) The division of the remainder of the surplus, first amongst the mem- 
bers in proportion to the amount of their purchases; second, amongst 
non-members, in proportion to their purchases, at one-half of the rate 
to which they would be entitled to as members; third, amongst the 
employees of the Society in such amount as the rules may designate 
and as the business meeting may approve, provided, however, that 
”~ patronage dividend shall exceed the amount recommended by the 

irectors. 


With respect to agricultural co-operative societies, the rules usually 
designate the number of shares which must be held by a member as a condition 
of membership. Shares are usually not withdrawable by members except 
in case of distress, or removal from the district served by the co-operative. 
Shares in agricultural societies are, however, transferable, this being in con- 
trast with the practice followed by retail societies which have withdrawable 
but not transferable shares. 

The rules give authority to the directors of agricultural co-operative socie- 
ties to obtain loans from members or non-members. Where loan capital is 
furnished by members, the rules may give the directors power to fix notice of 
withdrawal, and according to information furnished by officials, the notice 
period is six months in most cases. 

Some societies also accept deposits in accordance with the provisions of 
the Industrial and Provident Societies Act, in which case a minimum notice of 
withdrawal may be stipulated or definite notices of withdrawal may be set 
for varying amounts. 

One interesting feature of the practices followed by agricultural co-opera- 
tive societies in Great Britain is that as a rule no patronage dividends or refunds 
are paid to non-member customers. 

Subject to any direction from the general meeting, the surplus resulting 
from the operation of the society is to be divided as follows: 


(a) Interest on paid up capital at a rate not exceeding 6 per cent. 


(b) An increase in the reserve fund or for any other purpose which the 
meeting may direct. 

Subject to (a) and (0) the remainder is to be divided amongst the 
members in proportion to the amount of their purchases during the 
period, and in the banking department is divisible amongst the depos- 
itors in such manner as the directors may decide, subject to any reso- 
lutions of the general meeting relating thereto. Any undivided 
balance goes to the reserve fund. 
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Provision is also made for the payment of a semi-annual interim dividend 
subject to the approval of the quarterly meeting of the delegates. An interim 
payment may also be made to depositors and the meeting may also authorize 
the payment of a special bonus on productions of the wholesale purchased 
by the members. 


The C.W.S. has a lien on the shares and deposits of any member society 
indebted to it and may apply any sum credited to such member to the payment 
of his debt. Share certificates are not used, but a share pass book is issued 
showing particulars of shares taken up. Patronage dividends and interest on 
share capital are credited to share account of the member society until all shares 
required to be held or subscribed by it are paid up. 


After the shares subscribed are paid up any dividends due to a member 
society are place to loan capital account, if not withdrawn by the society. 
The manner in which loan capital can be withdrawn is a matter for agreement 
between the society and the wholesale. Special loan account pass books are 
issued respecting dividends placed to loan capital account. Other pass books 
are used where societies wish to place monies with the banking department. 
A society may open a deposit account either at call or withdrawable after notice. 


Co-operative officials were not in favor of financing exclusively by loans 
from members lest the members should come to feel that they were not owners, 
but merely creditors. Organization without share capital is not possible under 
the Industrial and Provident Societies Act. 


The financial and other operating methods of the Scottish Co-operative 
Wholesale Society are in the main similar to that of the C.W.S. except that the 
former does not operate a banking department. 


Expansion of Co-operative Trade 
SECTION VII 


Studies made by officials of the Co-operative Union indicate that while 
the total volume of trade by the retail co-operative societies is increasing, the 
average purchases per member show a decrease considering the trend over a 
considerable period. It is also indicated in these studies that while the co- 
operative movement has participated in what is termed a general trend in retail 
distribution in recent years with respect to transfers from individual to collective 
control, the growth of the chain store and the department store has been 
more spectacular. 


A number of private stores or shops have been purchased by retail co- 
operative societies and there have also been purchases of established businesses 
by farm supply or marketing co-operatives, although the number of co-operative 
societies has shown a decrease due to amalgamations. The following information 
regarding the numbers of licenses held by or granted to retail food businesses 
of different types was given in Parliament on February 28th, 1945. 
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TABLE IX 


MULTIPLES, CO-OPERATIVE SOCIETIES AND INDEPENDENT TRADERS. 


Changes in the numbers of Licenses held by Retail Food Business in the United Kingdom — 
17th April, 1944 to 15th January, 1945. 


peat ee ee ce Ce re ere ee eevee ree Ate sens 
Licenses granted 

a 

re 


On purchase or | On opening of 
other transfer of | new business or 
Type of organization ownership of re-opening of Total 
business as a closed business 
going concern 


Multiplesiotste. Yelk wud). at. cen.ls. ds 241 64 305 
Co-operative Societies................ 157 dD PWD 
Independent traders.................. 12,665 5,479 18,144 

PU OES Bee R ne Seda: Vann dot 13,063 5,598 18,661 


Licenses cancelled 


On sale or other 
transfer of On closure 
Type of organization ownership of of business Total 
business as 
going concern 


IVEUPTOLID CS erNR Ne eto a roa on Sha clay Non choconay ots 131 202 333 
Co-operative Societies. .............. 25 35 60 
Independent traders.................. 12,907 4,494 17,401 
Ota a brs che lsyines ios aethte at 13,063 4,731 17,794 

Net Change Estimated number of licenses 


valid January, 1945 


UES he ee — 28 22,604 
Co-operative Societies... ..........0.04% + 152 16,193 
Independent traders. ............+000: + 743 558,980 

PO t Ad io ot haat vig mas as ois + 867 597,777 


In 1932 it was estimated by officials of the Co-operative Union that the 
proportion of national trade done by retail co-operative societies 1n various 
lines was as follows: food stuffs and other groceries 14.1%; piece goods and 
clothing, 6.67%; boots and shoes 9.1%; furniture and hardware Ee coal 
13, 3 Op. 
te. following estimate regarding the proportion of the retail trade being 
done by retail co-operative societies was furnished by the Co-operative Union. 
In this connection it was pointed out that while the co-operative figures are 
adequate, the national figures are estimates. 
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“‘The most up-to-date comparison of co-operative and national depart- 
mental trade gives the following percentage of co-operative trade to national 
trade : 

Grocery, Provisions, Bread and Confectionery... 15%-18% 
Z 


VT SLUR occa aro Ok. in ee eer: cl a oh ae ZO 
GOAT Y See, teres, Oe, imamate, Seeman ee 33% 
Apparel, Household Textiles, Furnishing & 
PIAGOW ACODER hg ons ce ea ries «sete ok ee (% 
TO OUWEAD oo hcscs ice ec ane POD PPO, eres eens 10% 
LA NCW a Beg eclad WAD RaaWPR A 67 ME EAGAN SD 0 
ORL meets cote vonal tment aes se ke eee eee 20% 


During the war, of course, registration figures in rationed commodities 
have provided an excellent basic comparison and as a result of the compilation 
of such figures we know that the Co-operative Movement is catering for the 
needs.of just over 25% of the population in such commodities as sugar, butter, 
bacon, preserves, cheese, etc. Tea is about 20% and bread may be about 20%, 
taking bread as a separate item from the first item in the list stated above. 
In ‘‘points’” food trade, as a result of various compilations, we estimate that 
the Co-operative Movement is catering for the trade of about 16% to 18% 
of the civil population’’. 


Patronage dividends paid by retail societies vary from one to three shillings 
in the pound, with many societies paying from a shilling and sixpence to two 
shillings and sixpence. The dividend paid by the C.W.S. has been four or five 
pence in the pound in recent years, plus a special dividend on C.W.S. produc- 
tions. 

During interviews with officials of Co-operatives and private business 
organizations some opinions were expressed regarding the advantages resulting 
from co-operative effort in Great Britain. These included — 

(a) The economic advantages to people with low incomes through the distri- 
bution of the patronage ‘‘divi’’. 

(b) The promotion of thrift amongst people with low incomes, e.g., through 
leavinig surplus funds on loan or deposit with co-operatives. 

(c) That the public interest is being served by the development of a self-help 
movement. : 

On the other hand it was contended that co-operatives had the following 
limitations and disadvantages. 

(1) Loss of some direct revenue to the Treasury from the purchase of 

privately owned businesses. 

(2) The tendency on the part of co-operative societies to render a general 
service compared with the specialized service of the multiple store or 
shop. 

(3) The difficulty of maintaining membership interest in the business as 
compared with say the family owned shop. 


(4) The failure of Agricultural Societies to pay patronage dividends to 
non-member patrons. 


Some Differences between British and Canadian Co-operative Development. 


In Great Britain, co-operation is predominantly a consumers movement, 
served by firmly established co-operative wholesaling, production and banking 
services. The movement is very well financed and has very large reserves. 
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The fact that such a large proportion of the business done relates to household 
necessities makes for greater stability than where the business done consists 
largely of farm supplies or the marketing of farm products or fish. 

In Canada, the co-operative movement is organized chiefly to serve agri- 
culturists and fishermen. The fluctuations in income on the part of this class 
of the population makes for greater variation in patronage and a corresponding 
difficulty in securing and maintaining the necessary capital. Consumers’ 
co-operation on the British model is virtually non-existent in Canada. 


In Great Britain there is a tendency to consolidate as many services as 
possible through the same co-operative unit. In Canada, there is a greater 
tendency for co-operatives to specialize in the marketing of one class of farm 
products, e.g., grain or live stock, or alternatively in the handling of farm supplies. 

In Great Britain, nearly all co-operatives are members of federations for the 
pooling of purchasing and productive activities. In Canada, the large cen- 
tralized co-operative specializing in one or a limited number of services has 
become important. While there has been some development of federations 
for marketing farm products and the handling of farm supplies, the relative 
importance of this type of activity does not compare with developments in 
Great Britain. 

The use of share capital with a fixed minimum amount which must be held 
by each member is the prevailing form of co-operative financingin Great Britain. 
This is supplemented by extensive use of loan capital and deposits. In Canada, 
there has been some effort to relate capital investment to patronage through 
the use of deferred dividends and share investments based on probable business. 
While Agricultural Co-operatives in Great Britain have made some effort to 
relate share investment ot patronage, the use of patronage dividends as working 
capital by deferring payment thereof over a period of years is unknown. It 
was suggested by British Co-operative officials that the use of deferred dividends 
as working capital was the outcome of conditions peculiar to Canadian Agri- 
culture. 

In Great Britain, retail and wholesale societies act in effect as bankers for 
their members. In Canada, the tendency has been to organize Credit Unions as 
a means for providing credit facilities on a co-operative basis, especially in rural 
areas. 


PART II.—TAXATION OF CO-OPERATIVE SOCIETIES IN BRITAIN 


SECTION I 


CO-OPERATIVE SOCIETIES AND INCOME TAX 
1846 — 193838 


The history of the Income Tax in relation to co-operative societies in Great 
Britain until 1933 is that of a series of attempts to reconcile the opposing views 
of co-operatives and their non-cooperative competitors. The early co-operative 
societies were registered under the Friendly Societies Act (1846) which granted 
them exemption from Schedule C of the Income Tax i.e., from the tax on income 
accruing from the ownership of government securities. They were, however, 
subject to tax on their profits although the income of most of the members was 
below the exemption limit. The societies paid this tax only under protest. 
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The Industrial and Provident Societies Act (1852) related specially to co- 
operative societies and conferred on them the tax status of Friendly Societies. 
In 1853, the exemption of the Friendly Societies was extended to include Schedule 
D relating to income from trading activities. This exemption was extended 
also, apparently after some dispute, to co-operative societies registered under 
the Industrial and Provident Societies Act; in 1862, this Act was amended to 
confirm the exemption of societies registered thereunder from income tax under 
Schedules C. & D. but it was not clear from the wording of the amendment 
whether or not individual members were subject to tax on income received from 
the societies. An attempt was made in 1867 to require the societies to report 
payments to members and collect from them on these payments. Since most 
members were exempt, this procedure involved the authorities in a great deal 
of unprofitable work and yielded little revenue. Accordingly, in 1876, the 
societies were relieved of the task of reporting payments made to members. 


In 1879, in response to a protest from private traders that co-operative 
societies were evading their fair share of taxation and that many non-cooperative 
organizations were escaping tax by masquerading as co-operatives, a Parlia- 
mentary Committee was set up to consider the matter. In the following year 
the Customs and Inland Revenue Act was amended to make the exemption 
conditional on the way the society operated. It provided that a society regis- 
tered under the Industrial and Provident Societies Act should be charged to 
Income Tax under Schedules C. & D. in case the society sold to persons who 
were not members and limited the number of its shares either by its rules, or by 
its practice. It stipulated also that the customer dividend was not taxable i in 
the hands of the recipients, but that interest on share and loan capital was to 
be included in the taxable income of the individual members. 


The Departmental Committee on Income Tax, which reported in 1905, 
was instructed, in an extension of its terms of reference, to report whether co- 
operative societies enjoyed an undue exemption from Income Tax. After 
hearing evidence from revenue Officials, from representatives of traders’ organ- 
izations and from co-operative societies, it reported that the collection of tax 
from co-operative societies at the source would involve a vast amount of labour 
and expense with little increase in revenue. Moreover, they expressed the view 
that ‘“‘the dealings of a co-operative society with its own members do not 
result in anything that can be treated as ‘profit’ within the meaning of the pres- 
ent Income Tax Acts, or which could in fairness be so treated under any amend- 
ments of the law’’. 


When the Excess Profits Duty was imposed in 1915, the surplus of Indus- 
trial and Provident Societies was expressly included within the meaning of the 
term ‘‘profits’” for the purpose of that tax. In fact, however, co-operative 
societies, for the most part, escaped paying this tax because of the difficulty of 
arriving at their profits in the base period. Similarily in 1920 co-operative 
societies were made subject to the short-lived Corporation Profits Tax although 
in the next year profits arising from trading with members were exempted. 


In 1919, a Royal Commission, appointed to survey the whole field of Income 
Tax, was deluged with representations regarding the taxation of co-operative 
societies. Apparently this was the most contentious question that the Com- 
mission considered. Ina majority report it concluded “that any part of the net 
proceeds not returned to members as ‘dividend’ or ‘discount’ is a profit which 
should be charged to Income Tax’’. Accordingly, the majority report recom- 
mended in effect ‘that a Society should be treated exactly as a limited liability 
company trading in the same conditions’’. In another section, the report deals 
specifically with agricultural co-operatives. Whatever treatment is accorded 
other co-operative societies—agricultural societies, the report recommends, 
“should not continue to have special treatment under the Income Tax Law’’. 
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However, the view was accepted that the transaction of a society with a 
member is ‘‘not really complete until the society has decided what discount 
it can allow on the aggregate purchases of the member, and has paid him that 
discount in the form of a dividend on purchases”. The majority report rec- 
ommended, therefore, that the dividend be treated as a trade expense. 


The Commissioners were by no means in agreement on the question. Of 
the twenty-two members who signed the report, eleven made reservations on the 
question of taxing co-operative societies. Two of the dissenting Commissioners 
agreed with the proposal contained in the majority report, but on different 
grounds. Two others took the position that if, after the repeal of the clause 
specially exempting co-operatives, their receipts were found not to be taxable, 
some other special form of taxation should be adopted so as to make them con- 
tribute their fair share to the revenue. Seven of the Commissioners consider- 
ed that none of the receipts of co-operative societies was properly assessable 
to Income Tax. 

In spite of representations of non-cooperative traders to successive Chan- 
cellors, the majority report was not implemented. However, in 1932 a Par- 
hamentary Committee (The Raeburn Committee) was appointed to inquire 
into the position of co-operative societies in relation to Income Tax. Again 
a substantial volume of evidence was submitted and the Committee presented 
a brief report in 1933. In effect it repeated the recommendations of the 1920 
Commission that the statutory exemption granted to co-operative societies be 
‘withdrawn; that the societies be charged to Income Tax on all trading whether 
with members, or with non-members; but that the patronage dividend be 
treated as a trade expense. However, it also recommended that the societies 
be relieved of the duty imposed on ordinary companies, of collecting the tax 
on share and loan interest at the source. 

After some hesitation, the recommendations of the Committee were 
accepted by the Government and introduced by Sections 31 and 32 of the Fi- 
nance Act, 1933. In his Budget speech the Chancellor of the Exchequer spoke 
of the ‘‘vexed question of the liability of co-operative societies to Income 
Tax... a matter which in the past has created bitter feeling on both sides’’. 
The recommendations of the Raeburn Committee, he reported, were not accept- 
able to the representatives of the co-operative societies. He hoped that 
discussions still proceeding with the representatives of the society would result 
in an agreement before the introduction of the Finance Bill. Later, however, 


having failed to obtain an agreed settlement, he introduced a resolution au- 
thorizing legislation to give effect to the Raeburn recommendations. He had 
suggested to the representatives a compromise proposal “the effect of which 
would have been to tax all income of the co-operative societies from invest- 
ments, whether inside, or outside the movement, and all profits from trading 
with non-members; but it would have left still exempt from Income Tax the 
profits derived from trading with members’. To this proposal was attached 
the condition that “‘the societies would not seek to deduct tax from interest 
on share capital and would not attempt to transform share capital into loan 
capital’, (Hansard, 22 May 1933, Col. 769 et seq.). After a debate the Reso- 
lution was carried on a division. There were subsequent debates and divisions 
at the report stage of the Resolution, the Committee stage of the Finance Bill 
and the report stage of the Finance Bill. Me 
Representatives of the co-operative societies were severely critical of the 
Act, the personnel of the Raeburn Committee, the logic of its report and the 
position taken by the Prime Minister. The private traders, on the other 
hand, felt that they had made only a short step toward securing equality of 
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treatment. However, the legislation has not been amended since it was pas- 
sed; from an administrative point of view it has worked very well; and neither 
side apparently expects that substantial changes will be made in the imme- 
diate future. 


SECTION Il 


PRESENT TAX POSITION 


Co-operative societies in Britain are still taxed in accordance with the 
provisions of the 1933 Act. 


Section 31 of the Act provides that the profits or gains of any corporation 
or society shall be deemed to include “‘profit or surplus arising from the trans- 
actions of the company with its members which would be included in profits 
or gains’’ for the purpose of computing the tax ‘“if those transactions were trans- 
actions with non-members and the profit or surplus aforesaid shall be deter- 
mined on the same principles as those on which profits, or gains arising from 
the transactions with non-members, would be so determined’’. However, in 
computing the taxable gains of any company ‘“‘there are to be deducted as ex- 
penses any sums which 

(a) represent a discount, rebate, dividend or bonus granted by the com- 

pany to members or other persons’”’ in respect of amounts paid or 
payable by or to them on account of their transactions with the com- 
pany or society... an 


(b) are calculated by reference to the said amounts or to the magnitude 
of the said transaction and not by reference to the amount of any share 
or interest in the capital of the company or society’’. 


In addition, Section 32 of the same Act requires a registered co-operative 
society to pay share interest and loan interest to members in full, without 
deduction of Income Tax at the source, and the society is permitted to deduct 
from its Income Tax, the tax normally payable on such share and loan interest. 
There is one exception to this rule. The society is permitted to deduct income 
tax from share or loan interest paid to a non-resident. The society is required 
to report each year to the Income Tax officials the name and address of each 
person who receives from the society loan interest to an amount of £5 or more 
and the amount paid to such person. 


Since no individual member of co-operative society may hold more than 
£200 share capital therein, and the maximum rate on share capital is 5%, it 
follows that the maximum payment of share capital interest to one individual 
is only £10. For this reason, societies are not required to report payments of 
share capital interest to their individual members. Interest both on loan and 
share capital, however, is taxable as part of the ordinary income of the recipient. 
The Income Tax collected currently from societies and corporations is ten 
shillings in the pound. 


Although neither a co-operative society nor an ordinary company pays 
income tax on its customer dividends or bonus, the recipient is taxed on any 
customer dividend or bonus if it enters into his trading account. That is, if 
the amount involved becomes a part of the trading profits of the customer 
or member. The “dividend” from a consumers’ retail society, for example, 
is not taxable in the hands of a recipient since it is regarded as a reduction in 
the price of consumers’ goods; but the dividend received by a member from 
an agricultural society, or received by a society from a co-operative wholesale 
society does enter into the taxable i income of the recipient, since it is regarded 
either as a reduction of his expense, or an increase in his revenue. 
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To summarize: 


(a). Where, as in the case of an agricultural wholesale co-operative, 
the bonus, or purchase “divi” enters into the trading accounts of its mem- 
bers, the whole income whether accruing to the members, or left in the 
hands of the society is taxed once: 

(1) The bonus or divi is treated as an increase in the gross income, or 
a decrease in the business expense of the recipient and is, therefore, taxed 
as his income; 

(2) Share or loan interest is taxed in the hands of the recipient; 

(3) The remainder which the society keeps is taxed as income of the 
society. 


(b). However, where the purchase “‘divi’ does not enter into a trading 
account as is the case in a retail consumers’ society: 

(1). The “divi” is regarded as a reduction of personal expense and 

is not taxed at all; . 

i (2). Share and loan interest are taxable in the hands of the recipient 
and, 
(3). The remainder of the surplus of the society, which is put to 
reserve, is taxed as income of the society. 

In administering the tax, the Board of Inland Revenue allows the society 
to deduct, as an expense, purchase dividends actually paid in cash, or credited 
to members on withdrawable or transferable share capital, or loan account. 
However, any portion of a purchase ‘‘divi’”’ declared, but withheld by the asso- 
ciation from its members, is not at present held to be deductible. This prac- 
tice is uncommon and no case has occurred where such withheld amounts were 
subsequently paid out to the customers. 

With few exceptions, the individual members of the associations may 
withdraw their share or loan capital on demand, or after short notice. As 
stated elsewhere in this Report, the Industrial and Provident Societies’ Act 
authorizes certain safeguard provisions which restrict the withdrawal of share 
capital in any one year to ten per cent of the amount outstanding, except with 
the consent of the committee. In case of an emergency too, the committee 
has power temporarily to suspend withdrawals of share capital. Again, the 
members of the wholesale societies are required to subscribe for a certain mini- 
mum of transferable shares and the “divis’” of the wholesale are applied in 
payment for these shares until the minimum amount is paid up. Subject to 
these exceptions, the British practice is equivalent to allowing the societies 
to deduct purchase “‘divis’’ actually paid to a member or credited to him in 
such a way that he can exact payment, if he wishes, on demand or after short 
notice. 

Wage bonuses to employees are also held to be expenses and are deductible 
from surplus in computing taxable income. Insurance premiums paid by 
societies to co-operative or mutual insurance companies are, in general, de- 
ductible as an expense, but any rebate on premiums paid is regarded as part 
of the gross income of the society. Grants made by a society are deductible 
if made to an institution which in return gives services to the members of the 
society concerned. Expenditures for co-operative education and other similar 
expenditures are considered to be analogous to ordinary advertising expenses 
and are deductible unless they appear to be unreasonably large. 

From an administrative viewpoint, the 1933 legislation seems to have been 
very satisfactory. Officials of the Inland Revenue Department report that 
no special administrative difficulties have been encountered. Taxpayers too, 
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both co-operative and non-cooperative appear to have been generally well 
satisfied with the administration of the Act. Only two minor complaints were 
advanced with respect to the administration of the tax. Some of the competi- 
tors of the societies doubted whether farmers actually reported ‘bonuses’ 
received from the association and the representative of one group of traders 
thought the societies might have been allowed too generous deductions for 
expenses involved in celebrating the centenary of the cooperative movement. 


A number of factors make for ease of administration. The societies are 
all registered under and regulated under a single co-operative Act. The 
bonus or dividend is deductible as an expense whether it is paid by a co-opera- 
tive society, or by an ordinary corporation. Accordingly, the tax officials are 
not required, for this purpose, to decide whether, or not, any particular business 
is organized and operated on a co-operative basis. Moreover, the liability to 
tax is independent of the extent of non-member business, or the occupation of 
the members, or the type of business conducted by the society. A rather fine 
line is drawn between clubs and charitable organizations which do not carry 
on trading activities and which are exempt from income tax, on the one hand, 
and on the other trading societies which are subject to tax; but the members 
of the Commission heard no complaints concerning the administrative practice 
followed in differentiating between these two groups. 


The chief difference in the application of Income Tax to ordinary corpo- 
rations and trading co-operative societies lies in the fact that the former are, 
while the latter are not, required to pay and deduct the normal tax on dividends 
on capital stock and loan interest. Administratively, however, this distinction 
does not create difficulty because organizations registered under the Industrial 
and Provident Societies Act are not, while ordinary corporations registered 
under The Companies’ Act are, required to collect the tax at the source. 


The National Defence Contribution imposed by the Finance Act of 1939 
is a levy of five per cent on the profits of corporate trading, and four per cent 
on the profits of unincorporated establishments. The methods of computing 
trading profits for the purpose of this tax are based on income tax procedure 
with certain adaptations. Co-operative societies are not specifically mentioned 
in the Act. Accordingly the dividend or bonus is treated as a trading expense. 
Similarly, the Finance Act of 1939, which imposed the Excess Profits Tax, 
provides that profits are to be computed on the same principles as for Income 
Tax purposes with certain adaptations. ‘‘Dividends’’ and bonuses are treated 
as deductible expenses both in computing the standard profit and the profit 
for the current period. The N.D.C. and the E.P.T. are alternative taxes. The 
taxpayer is required to pay whichever of these taxes is cumulatively the larger 
over the period during which they run concurrently. E.P.T. or N.D.C. paid in 
any accounting period with respect to the income of that period are allowed 
as deductible expenses in computing profits for the purpose of Income Tax. 


Mutual and co-operative insurance companies in Britain, are taxed in 
much the same way as co-operative associations. Thereis only one important 
Co-operative Insurance Company in Britain, the Co-operative Insurance 
Society registered under the Industrial and Provident Societies Act and 
owned by the Co-operative Wholesale Society and the Scottish Co-operative 
Wholesale Society. It is the third largest insurance company in Britain and 
engages in all types of insurance except marine insurance. 


It is taxed separately on its various types of business and conducts them 
in different ways. For our purposes it is necessary only to consider the fire 
and general insurance branches of the business. It accepts risks from the C.W.S., 
the S.C.W.S., co-operative society members of these bodies other co-operative 
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societies and from individuals who may or may not be members of a co-operative 
society. The 8.C.W.S. and the C.W.S. and their member societies are consid- 
ered members of the C.I.8. Of its fire business one-half is done with member 
societies, one-third with individuals and one-sixth with non-member societies. 
After payment of share interest the committee, i.e., the directors, may propose 
to distribute from the remaining surplus a bonus in proportion to premiums 
paid or in such other way as they see fit. The annual meeting may either 
confirm the proposal of the committee or reduce the proposed distribution 
In practice the Co-operative Insurance Society gives societies a special discount 
of 10% on the premium covering their own risks; allows an agency commission 
of 15% and in 1944 gave a bonus of 1214% of the net premium to member 
societies and 614% to non-member societies. No bonus is paid to individual 
policyholders, but the latter benefit from gradually reduced rates as reserves 
are built up. In the fire and general insurance branch the company is taxed 
at the ordinary rate of 10 shillings in the pound with respect to its interest 
income of the year and on the underwriting profits of the preceding year, after 
deducting claims and the reserve for unexpired risks up to 40% of the premium 
income. Bonuses are deductible as an expense in computing taxable income. 
The Co-operative Insurance Society is also subject to E.P.T. or N.D.C. It is 
expected that the company will pay only N.D.C. 

There are a few mutual companies in Britain which insure fire risks. The 
tax experience of one of these which does a substantial mutual fire insurance 
business is summarized in what follows. 

Until 1933 the society was not assessed except on its investments. Since 
that time it has paid income taxes in the same way as an ordinary company. 
On its fire business it pays tax on its investment income, its underwriting profit 
and profits from the sale of investments. Bonuses and discounts paid to mem- 
bers are allowed as an expense. 

It is not practicable for this society to return rebates annually since the 
individual amount returnable would be very small. Accordingly, the society 
follows the practice of setting up a bonus reserve account. When this is large 
enough the company distributes a bonus of reasonable size. Meanwhile in- 
creases in this reserve are not deductible for tax purposes. 

A recent decision (Ayrshire Employers Mutual Association Ltd. v Commis- 
sions of Inland Revenue) makes it appear that rebates apportioned to policy- 
holders but witheld from them for a period may be deductible when apportioned. 
However, it is not practicable for a society like the one dealt with in the pre- 
ceding paragraph to adopt this practice. 

There are no mutual fire organizations in Britain comparable with the 
reciprocal exchanges or the deposit mutuals in Canada. 


SECTION III 
Davlsnakke RESPONSE TO TAXATION 


In 1933, when the Income Tax was first imposed on the societies, the 
National Co-operative Authority, after consideration and investigation, made 
certain recommendations designed to combat what the co-operators considered 
to be unfair taxation. It advised its member societies that their efforts to dis- 
courage non-member business should be replaced by an expansionist policy. 
With respect to reserves and depreciation, it was unable to make general rec- 
ommendations applicable to all societies. It advised societies to depreciate 
their lands and buildings at a reasonable rate and to avoid any action that might 
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impair their financial standing. Subject to these limitations, however, it 
advocated minimizing the tax paid by adjusting allocations to reserves and rates 
of depreciation. Any saving in depreciation was to be passed on to the mem- 
bers in the form of a reduction of prices of goods manufactured by co-operative 
societies. In the years immediately following the imposition of the tax, the 
sums allocated to reserves and depreciation diminished, partly it may be 
assumed, as a matter of policy, partly because of depressed trade conditions. 


However, after two years’ experience, the National Co-operative Authority 
revised its attitude. It re-affirmed the desirability of pursuing an expansionist 
programme, but it urged societies which had reduced their reserve allocations 
and depreciation rates to revert to their former policy of making ample provi- 
sion both for depreciation and reserves in spite of the tax. From this exper- 
ience, it seems reasonable to conclude that, under English conditions at any 
rate, while co-operatives may, in part and for a short time, avoid a tax on the 
amount put to reserves, it is impracticable in the long run, for them to do so. 
This conclusion is all the more striking since it applies to a situation in which 
societies have little difficulty in raising additional capital by way of loans from 
members. 


There are no indications that the National Defence Contribution introduced 
in 1939, occasioned any considerable revision of financial policy. But there 
are strong grounds for supposing that many societies have adjusted their bonus 
and reserve policy so as to escape payment of Excess Profits Tax and pay only 
National Defence Contribution. This behaviour has been more prevalent, as 
might be expected, since the rate of E.P.T. was raised to 100 per cent. How- 
ever, some societies have paid E.P.T. even at the 100 per cent rate. Speaking 
generally, the consumer (or industrial) societies, including the Wholesale and 
Insurance Societies, tend to arrange their affairs so as to avoid paying E.P.T., 
but the practice of the agricultural societies varies. Those that have a generous 
standard profit distribute their surplus so as to avoid Excess Profits Tax, but 
some of the societies with low standard profits have paid it rather than distribute 
their recent large profits as a bonus. The latter societies are unwilling to pay 
abnormally high rates of bonus lest the members might expect these rates to be 
continued after the war. In addition, by paying Excess Profits Tax, they are 
building up a pool which may be refunded to them if their current profits fall 
below their normal profits. In addition, under certain conditions, they may 
after the war obtain a refund of part of the taxes paid. 


SECTION IV 
EFFECTS OF 1933 LEGISLATION ON CO-OPERATIVE DEVELOPMENT 


The burden of the 1933 tax on the societies has not been insupportable. 
Opinions vary as to the importance of its effect on general co-operative growth, 
but there is agreement on some points. The tax has had the least effect on old 
and well-established societies which had already developed to a sufficient size 
to serve nearly all the individuals in their areas who were likely to become co- 
operative members or customers; it has had most effect on young and growing 
societies which have had to increase their reserves in order to preserve their 
financial stability. It appears that the tax has not prevented the movement 
from growing though it probably has tended to diminish the rate of its growth. 

The tax probably has had more effect on the financial structure of co-oper- 
ative societies than on the rate of their development. It has probably induced 
them to finance to a greater extent by means of share and loan capital and to a 
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less extent by retaining reserves than would have been the case had they 
remained exempt from taxation. It has apparently been fairly easy for. the 
industrial co-operatives to secure adequate subscriptions of share and loan 
capital from their members. In England most of the Agricultural societies, 
too, have been able to raise sufficient capital. Some of them, indeed, have 
taken steps to restrict the amount of the share and loan subscribed by any indi- 
vidual member. On the other hand, in Scotland and Wales, agricultural co- 
operative societies apparently find it less easy to secure capital by means of 
loans and share issues, and their members, either because their incomes are low, 
or because in the past, they have been assessed on a notional income, have been 
anxious to receive the surplus in bonuses rather than leave it to be taxed when 
put to reserve. Accordingly, at least before 1939, many Welsh and Scottish 
Agricultural Co-operatives, as contrasted with similar English Societies were 
probably under-capitalized. Unwillingness to pay income tax on allotments 
to reserve was probably one, but only one, of the reasons for this situation. 


There is little information available concerning the effect of the 1933 
legislation on the formation, or development of new societies. Few new in- 
dependent societies have been formed but it is generally believed that few would 
have been formed in any event. The trend during recent decades, rather, has 
been toward the amalgamation of smaller societies and the division of the field 
available for expansion between the larger societies thus formed to prevent 
duplication of facilities. This trend is the result of a deliberate policy, spon- 
sored and implemented to some extent by the co-operative wholesale societies 
rather than of taxation. 


It is worthy of note that a few societies and their members are actually 
paying less taxes than they would be compelled to pay if they were now exempt 
from the tax on trading profits and taxable on investment income as they would 
have been before the 1933 revision. Prior to 1933, these societies were assessed 
to tax under schedule A, on their income from real property. Now, in effect, 
they are subject to tax on any amount they put to reserves. Accordingly, if 
they now put less to reserves than they receive from real property they pay a 
smaller amount than they would if taxed on the income from their real property. 
Only a few of the older societies, however, are in this position. 


SECTION V 
ATTITUDES TOWARDS THE TAX 


As was noted above, the application of income tax to co-operative socie- 
ties was strenuously opposed by representatives of the co-operative societies. 
As might be expected co-operators and their competitors still hold opposing 
views regarding the tax. However, feelings apparently are less violent than 
at almost any other period in the history of this long controversy. The various 
attitudes may best be summarized by treating the view of the consumer organi- 
zations and their direct competitors first, and then the views of the agricultural 
societies and their direct competitors. 

The official view of the consumer co-operative organizations is still to the 
effect that the Finance Act of 1933 was forced on the Government by political 
pressure from private traders, and imposed an unjust levy on the proceeds of 
mutual trading. According to this view, the co-operative society 1s to be re- 
garded, for tax purposes, as a group of members who trade with one another 
rather than a legal entity which carries on business with the individual mem- 
bers. However, it seems probable that many of the rank and file look on the 
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co-operative store as a trading entity and take it for granted that it should 
bear taxes on the income it retains but should not be taxed on what is given 
back as a price rebate or “‘divi’’. 


There is more variation in the views of non-cooperative retailers. Appar- 
ently no organization now holds the extreme view that a special form of tax 
be devised and levied on co-operative establishments only. The representatives 
of one organization, however, took the position that non-member business and 
contract business with public authorities should be prohibited. The repre- 
sentatives of another organization argued that since the ‘‘divi’”’ included prof- 
its from non-member and contract business, and from investments, it ought 
to be taxed. 


Some business competitors of co-operatives consider that the continued 
expansion of the movement is in part attributable to the fact that consumer 
dividends are not taxed. This circumstance, they contend, permits the socie- 
ties to pay larger bonuses and attract more customers. The officers of other or- 
ganizations, however, believe that a tax on dividends would lead to a price 
war which would ruin many small private traders. Generally speaking, the 
direct competitors feel that the 1933 legislation was a stepin advance, partic- 
ularly as it has resulted in co-operatives being subjected to N.D.C. and E.P.T. 
They believe, however, that tax exemption assisted co-operation in getting 
established in the first place and that the burden on private traders still is 
heavier than that on co-operatives. They contend, moreover, that at present 
most members of co-operative societies are in receipt of incomes larger than 
the tax exempt minimum and argue accordingly that the co-operative societies 
ought to be compelled to collect at the source the tax on share and loan interest. 


One source of friction, not directly related to taxation, concerns the grant- 
ing of bonus on price-maintained articles. Co-operatives handle these articles 
(except tobacco products) under an agreement not to give a “‘divi’’ on them 
when computing the bonus due members. Private traders believe that some 
societies do not live up to this agreement. Some of the private trade organiza- 
tions realize, however, that if the dividend were regarded as a distribution 
of profit, rather than a price rebate, it would be unreasonable to prohibit co- 
operatives from giving ‘‘dividends” on price-maintained articles and give this 
as one of their reasons for not urging that the dividend be taxed. 


The conflicts of opinion between the agricultural co-operative societies 
and their direct competitors are somewhat different. Since the bonus or 
dividend of the agricultural society enters into the trading account of the mem- 
ber, it is subject to tax in his hands. Accordingly, it cannot be argued that 
any element of the income of agricultural societies escapes tax even though 
the bonus be regarded as a distribution of profit. Formerly, of course, a farmer 
might choose to be assessed on a “‘notional’’ income based on the annual value 
of the property occupied. If he chose to be so taxed, the receipt of a bonus 
from a co-operative society would not increase his tax and it would be clearly 
to his advantage that it should not be taxed in the hands of the society. At 
present, however, all farmers except those with a notional income of £100 or 
less are assessed on their actual incomes and the bonus accordingly is taxed 
in their hands. Even so, the officials of agricultural societies are opposed 
to attempts to have them collect the tax at the source. They consider it is 
psychologically more advantageous to pay the bonus in full to the member 
and let him pay the tax onit than it would be to pay thesmaller bonus free of tax. 


The direct competitors of the Agricultural Co-operative Societies, on the 
other hand, would like to compel the societies to collect, at the source, the tax 
on both bonus and interest. They believe that the member often fails to 
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report the bonus in his income tax return and as evidence in support of this 
suspicion they point out the reluctance of the agricultural societies to collect 
tax at the source. In addition, the competitors of the agricultural societies 
recognize that many of the latter escape payment of E.P.T. by giving large 
customer bonuses to their members. They are of the opinion that if they 
tried to give bonuses of the same kind, after computing their profits for the 
period, they would be accused of making expenditures for the sole purpose of 
evading the tax and would not be allowed to deduct the bonuses as an expense. 
They are unwilling, moreover, to lower the prices initially charged for their 
products lest they incur losses. Accordingly, in general, they endeavour to 
charge prices which will maximize their profits, and solace themselves in 
the reflection that by so doing they are building up a tax pool which will serve 
as a buffer in adverse years, and that they may eventually be entitled to cer- 
tain tax refunds, while the co-operative societies are paying out nearly all their 
abnormal profits in bonuses to members. 


One other source of friction is not directly related to tax problems, but 
has a bearing, nevertheless, on the question of whether the bonus should be 
regarded as a price rebate, or as a distribution of profit. At present, the prices 
of many articles are fixed by government department. Co-operative societies 
are permitted to pay a bonus to members on articles whose prices are fixed 
by the Government provided the bonus is paid not specifically on these arti- 
cles, but generally on the basis of the members’ purchases (or sales) of all arti- 
cles. The non-cooperative organizations are generally unwilling to pay a 
bonus to all customers on all purchases (or sales). Accordingly, they feel 
that they are bound by the price regulations while the co-operatives are not. 


There is much confusion of thought on this issue on both sides. If the 
bonus is a distribution of profit, it is not a price reduction and of course if it 
is a price reduction, it is not a distribution of profit. 


Similarly, dealers in farm implements maintain a fixed retail mark-up. 
They regard the co-operative bonus as a price reduction and only a very few 
co-operative societies are permitted to handle machinery on full or even partial 
trade terms. 


However, speaking generally, in the field covered by the agricultural co- 
operative societies, the tax controversy is not a bitter one. While the non- 
cooperative dealers would like to see societies compelled to collect taxes at 
the source, and the co-operatives would like to see the bonus free of tax entirely, 
neither side regards the problem as a critical matter. Both sides would like 
to see the E.P.T. amended so as to allow them to make more adequate provi- 


sion for reserves. 


SECTION VI 
CONCLUSIONS 


The provisions of the 1933 Finance Act may be regarded as a more or less 
satisfactory though not wholly logical compromise. Neither side is com- 
pletely satisfied with the arrangement, but controversy on the subject during 
recent years has been less bitter, apparently, than under any preceding arrange- 
ment. Neither side was prepared, at least during the war, to press vig- 
orously for revision. Both are inclined to the opinion that the question of 
revision is primarily a political rather than a logical matter. Although several 
questions have been asked recently in the House, the Chancellor’s reply that 


226 


no change is being considered since co-operatives and non-cooperatives are now 
treated alike, has given little encouragement to non-cooperative interests. 
Neither the co-operative nor their competitors now make the claim that they 
are being ruined through tax discrimination. 

It does not follow, however, that the British solution would prove equally 
satisfactory in Canada if adopted without modification. The Canadian situation 
differs from that in Great Britain in a number of important respects. On the 
one hand the co-operative movement in Canada has not yet reached the degree 
of maturity which the British movement had attained in 1933. Canadian 
co-operation, moreover, is primarily agricultural and, in its financing, cannot 
rely to the same extent as can the British consumer movement on loans from 
its members. It is subject to more violent fluctuations in volume of trade and 
prices, and, accordingly, if it is to be stable, it must finance more largely on 
share capital or on reserves which cannot be withdrawn freely at the will of 
the individual member. In Britain, moreover, there is little room for the 
development of new societies that might have difficulty in establishing them- 
selves if taxed on the amounts put to reserve, whereas in Canada new societies 
are very common. These considerations suggest that the British system of 
taxation would probably prove to be a. heavier burden for Canadian than it is 
for British co-operatives. 

On the other hand, the British Income Tax is applied to income only 
once whether the income originates from corporate or non-corporate activity; 
in Canada, on the other hand, the whole profits of corporations are subject 
to tax in the hands of the recipients. This consideration suggests that the 
British system, if adopted in Canada, of allowing bonuses and ‘‘divi’’ to be 
deducted as an expense might, to the extent that the dividends or bonuses 
include distributions of corporate income, favour the members of co-operative 
societies, as compared with the shareholders of ordinary companies. 


There are other important differences. In England co-operative societies 
do not purport to act merely as the agent of the members, nor do they typically 
accept goods from members on consignment. In Canada they often do. 

Again, in Britain, societies are financed in great measure by share or loan 
capital. Much of this capital is accumulated by crediting purchase bonuses 
to the share or loan account of the individual member. Payment for shares or 
loans is typically exigible by the individual member on demand or short notice: 
Accordingly, any patronage payment credited to the share or loan capital 
account of the member, or prospective member, may be treated as equivalent 
to a cash payment and is not taxed as income of the society. As old members 
withdraw and new members enter the capital of the society may be “‘revolved”’ 
by means of patronage allotments by the society without payment of income 
tax. 

In Canada, on the other hand, share capital is not similarly exigible on 
demand, but only at the discretion of the directors. In addition, many societies 
withhold patronage allotments for an indefinite period of years and retire these 
allotments from the proceeds of similar allotments withheld from other members 
in later years. Accordingly, in Canada, the capital of the associations is made 
to revolve by means of funds not made immediately available to the members. 
If the British method were to be adopted in Canada, without adaptation, the 
associations would be made to pay income tax on their capital as it revolves. 
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PART III 
The Taxation of Co-operatives in the United States 


Due to the fact that co-operative organizations in the United States are 
organized and operated under conditions which are somewhat similar to those 
which prevail in Canada, a detailed description of their history and development 
is not included in this report. A number of Government officials, represen- 
tatives of co-operative organizations and of other interested business groups 
were interviewed regarding the tax position with respect to co-operatives in the 
United States. These interviews served to supplement the information contained 
in official documents, legal decisions and reports which are referred to in the 
following, which deals specifically with the tax position of United States Co- 
operatives. 


SECTION I 
FarMERS’ MARKETING AND Farmers’ SuppLty TAx-EXEMPT CO-OPERATIVES 


To obtain a tax-exempt status, co-operatives are required to apply for and 
obtain a Letter of Exemption from the Commissioner of Inland Revenue. 
Certain specified conditions must be complied with in order to obtain the 
Letter of Exemption. The purpose of the exemption is essentially to give aid 
to farmers. 

According to the Internal Revenue Code (Section 101-12), Farmers, 
Fruit Growers, or like associations organized and operated on a co-operative 
basis, for marketing and for purchasing supplies and equipment are declared 
exempt if the conditions laid down are complied with. (Fishermen’s associations 
and urban consumers’ co-operative associations are not included.) 

“Like” is taken to mean like in occupation and not like in organization 
and the Act is so administered. 

Marketing may include harvesting, handling, manufacturing, packaging, 
and processing farm products for farmers. 

The operation of oil wells has been held by the Bureau of Internal Revenue 
to be a proper activity of exempt associations. 

Both agency-type organizations and organizations taking title to products 
received from, or sold to, patrons, may qualify as exempt associations. 

Control of a non-exempt subsidiary corporation may have a detrimental 
effect upon the parent association’s exemption; also rendering of services not 
directly related to marketing and purchasing may be grounds for loss of exemp- 
tion. 

Reserves must be reasonable and necessary, and may include reserves to 
meet capital expenditures of such associations such as to provide for the erection 
of buildings and installation of machinery and equipment for any necessary 
purpose. 

Voting rights must be held by producers. 

Dividends on capital shares must be limited. 

Legal Structure must be co-operative in character. 

Exempt marketing and purchasing associations must treat member and 
non-member patrons alike, and are required to allocate any net operating 
savings to all patrons both members and non-members on an equitable basis 


at least once annually. 
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Marketing associations may market products of non-members in an 
amount not to exceed the products marketed for members — and may purchase 
supplies and equipment for non-members in an amount not to exceed the 
supplies and equipment purchased for members provided the purchases for 
persons who are neither members nor producers do not exceed 15% of the 
value of all its purchases. 

Accurate patronage records must be kept by the Associations and they 
may not place the responsibility upon their patrons by distributing savings 
only on the basis of sales tickets presented by patrons. 

Organizations exempt from Federal Income Tax, including farmers’ 
marketing and purchasing associations, must file an annual information return. 
(Treasury Department Form 990 May 1944). 

Further details may be found in the following booklets : 

‘‘A Summary of the Restrictions applicable to Co-operative Elevator Asso- 
ciations exempted from Federal Income Taxes” by Charles E. Nieman. ‘Legal 
and Tax Problems of Farm Co-operatives” edited by the National Council of 
Farmer Co-operatives, January 1944. ‘‘Application of the Federal Income 
Tax Statutes to Farmers’ Co-operatives” by GeorgeJ. Wass and Daniel G. White, 
Farm Credit Administration, United States Department of Agriculture, 
Washington, D.C., November 1942. 

An official publication of the Farm Credit Administration, United Sates 
Department of Agriculture, dated October 1944, by Mr. Kelsey B. Gardner. 

“Suggestions relating to the filing of Annual Information Returns by 
Farmers’ exempt Marketing and Purchasing Association’, by The Farm Credit 
Administration, issued July 12th, 1944, also by Mr. Kelsey B. Gardner. This 
bulletin gives complete details as to the filing of Form 990 — Annual Return. 

It was found that the Farm Credit Administration of the Department of 
Agriculture is very generous in its loans to co-operatives and that co-operatives 
are encouraged. 

All amounts paid in patronage dividends or allocated are subject to income 
tax in the hands of the farmer in the year paid or credited. 


SECTION II 
URBAN CONSUMERS’ CO-OPERATIVES 


These are termed ‘‘non-tax-exempt”’ but the patronage dividend is allowed 
as a deductible expense. 


Tax Treatment. 


“Taxation of Consumers’ Co-operatives, 1940’’, United States Department 
of Labour, April 1942 — This pamphlet gives on page 5 a complete review of 
taxes, Federal and State, paid by the consumers’ co-operatives. There are 
also given on pages 6 and 7 tables showing — 


Taxes Paid to States for 1940 by Co-operative Retail Associations, 
as Percent of Sales. 


Percent of Consumers’ Co-operative Retail Associations Paying 
Specified Taxes for 1940. 


On page 9 a comparison is made with private business. 
As far as the income tax treatment of co-operatives is concerned, distinc- 
tion has to be made between State Tax Statutes and Federal Tax Statutes. 
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Corporation State Income Tax can be determined only by reference to 
administrative practice rulings and occasionally Court decisions. (See Page 
16 of pamphlet). _ As in the case of Federal income tax, States have to face the 
problem of defining taxable income. Taxable income usually comprises net 
income allocated to reserves, or paid out as interest on share capital in accord- 
ance with statutory requirements. 

Generally in the United States, consumers’ associations are organized and 
operated by farmers and, as such, are generally exempted on account of their 
membership in the farming community. This means that consumer goods 
such as groceries and clothing bought by farmers are also exempt from taxation. 
In the State of Virginia, separate records must be kept by farmers’ co-operatives 
of this business, and the usual corporation income taxes are paid thereon. For 
treatment given to consumers’ co-operatives in the State of Wisconsin, Cali- 
fornia, North Dakota, Massachusetts, Kentucky and Tennessee, reference 
is made to pages 17‘and 18. Attention is drawn to the peculiar tax treatment 
imposed upon consumers’ co-operatives in the State of Massachusetts. 


Factors Affecting Computation of Taxable Income. 


Interest on share capital which is deducted from the net receipts of the 
association ‘prior to the distribution of patronage refunds”, is added back in 
determining the taxable income. It is to be noted that urban consumers’ 
co-operatives are treated “‘like ordinary corporations’; the interest on share 
capital cannot be deducted in computing taxable income, “the Treasury 
holding that they constitute essentially a fixed dividend’. At one time the 
Bureau of Internal Revenue regarded these fixed interest charges as “‘interest 
on indebtedness’, and allowed associations to deduct such amounts. This 
procedure was subsequently altered as indicated above. 

A general rule for State and Federal Tax Department is to allow consum- 
ers’ co-operatives and non-exempt farmers marketing and supply co-operatives 
to deduct patronage refunds in computing taxable income. 

Itisgenerally recognized that patronage refunds of consumers co-operatives 
are rebates, and not income to the association, and what is retained after 
payment of patronage dividends is a trading profit thereby being subjected 
to tax. Mention is made of the case of ‘‘Midland Co-operative Wholesale v. 
Commissioner of Internal Revenue, 44 B.T.A., No. 1381, June 26, 1941, in 
which it was held ‘that patrons’ refunds not actually paid, but placed in a 
‘Patrons’ equity reserve” which was earmarked for future payment to individ- 
ual members, constituted patronage refunds and not reserves in the usual 
sense and was therefore not taxable.’ 

It is to be noted that patronage refunds may be paid by any Company or 
any non-cooperative organization and that these are allowed as a deductible 


expense. 

The following is a quotation from pamphlet mentioned above, page 21 : 

“That the theory underlying the treatment of patronage refunds is 
applicable not only to co-operatives but to any other business that might 
be operated on the patronage-refund principle is indicated by the findings 
of a Federal court in the case of Uniform Printing & Supply Co. v. Com- 
missioner of Internal Revenue, 88 Fed. (2d) 75. In this case it was 
asserted that the dividend returned on patronage by the company was 
essentially an overcharge and its return to the patron was in the nature 
of a discount and thus not taxable. It is probable that any private 
business which adopted a similar plan would be exempt from taxation on 
that part of profits actually distributed, if the bylaws of the organization 
obligated the enterprise to the return of such profits.”’ 
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Non-member Business. 


Generally, patronage refunds are paid to non-members. No discrimina- 
tion is made between members and non-members. If there is discrimination 
patronage refunds which inured to members become subjected to taxation. 
The same theory applies when thereisa difference in payment of patronage 
refunds to members of a co-operative. For further details see pages 21 and 22. 


The Bureau of Internal Revenue recognizes the two following methods 
of treating non-member patronage dividends : 
1. The Crediting of patronage dividends of non-members towards the 
purchase of voting stock. 
2. The accumulating of a trust fund for non-member discounts until 
proof of purchases is received and other requirements are fulfilled. 


‘““Any amounts not distributed eventually to non-member patrons, in some 
form or other, are clearly items properly subject to income tax.” 


SECTION III 
LEGAL DECISION RE PATRONAGE DIVIDEND 


In a recent tax decision of ‘‘The Tax Court of the United States’’, in the 
matter of United Co-operatives, Inc.; Petitioner, v. Commissioner of Internal 
Revenue, Respondent, September 29, 1944, the opinion of Judge Kern is worth 
analyzing. 

Contention of the Petitioner was: 


1. Patronage dividends were not taxable income. (No claim was made 
for any other exemption). 


It is to be noted that Petitioner was incorporated under General Corpora- 
tion Law of Indiana. The Court did not attach any importance to the form 
of organization. It only found whether facts in the case warranted the claim 
of the Petitioner to the effect that it was organized on a co-operative basis. 
The Court found that : 

1. The member stockholders were each equally represented on the board 

of directors, regardless of the amount of stock held. 


2. The return on its invested capital is limited to 8 per cent. 


3. Each member-stockholder has only one vote, regardless of the number 
of shares held. 


4. The capital necessary to the conduct of petitioner’s business is furnished 
by its members in proportion to the member’s patronage. 


The Court came to the conclusion that Petitioner was a co-operative inde- 
pendent of its form of organization. The principle affirmed of allowing patro- 
nage dividends as deductible expenses was limited — 


“to those cases in which the right of patrons to such dividends arises by 
reason of the corporation charter, or bylaws, or some other contract, and 
does not depend upon some corporate action taken subsequent to its 
receipt of the money later so distributed, such as the action of the corpo- 
ration’s officers or directors. This limitation recognizes that if the money 
later distributed to patrons is received by the corporation without a legal 
obligation existing at the time of its receipt to later distribute it, it must 
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be considered as the gross income of the corporation, and, since there is no 

deduction permitted by statute of the amounts later distributed to patrons, 

it is taxable as such.” See Midland Co-operative Wholesale, supra; 

Fruit Growers Supply Co., 21 B.T.A. 315; affd., 56 Fed. (2d)-90. 

The Court held that patronage dividends could not be determined “until 
after the petitioner’s board of directors had acted with regard to dividends and 
reserve, or had refrained from acting’’. The following principle must not be 
discarded in the definition of true patronage dividends. 


“Tf, for example, the board of directors authorized the payment of 8 
percent dividends on the common stock, the net income to be distributed 
to its patrons would be correspondingly diminished. On the other hand 
if the directors determined that no dividends should be paid on its stock 
and therefore took no action with regard to declaring such dividends, 
the patrons were entitled to all of the net income of petitioner. 

The right of the petitioner corporation to allocate a part of its receipts 
to a reserve for depreciation need not concern us. The establishment and 
maintenance of a depreciation reserve and periodic additions thereto in 
reasonable amounts constitute a proper operational expense, and the net 
income of petitioner available under its bylaws for distribution to its 
patrons would have been calculated by subtracting from gross income 
the amounts reserved for depreciation even without the express provisions 
of article VI of the bylaws. 

However, the right of petitioner’s board of directors to declare divi- 
dends upon its common stock is radically different. These dividends, if 
paid, would be paid out of net income. If dividends were not paid, then 
the net income of petitioner available for distribution to its patrons would 
be accordingly greater. The choice of whether so much of its net income 
as equalled 8 per cent of the par value of its common stock should be dis- 
tributed to its stockholders as a dividend or to its patrons as rebates was in 
the corporation. Therefore, it cannot be said that all of the money 
eventually distributed to its patrons as so-called patronage dividends was 
received by petitioner with a legal obligation existing at the time of its 
receipt to later so distribute it. 

We.conclude that petitioner’s patrons were entitled by reason of its 
bylaws to that part of the so-called patronage dividends distributed to 
them which was in excess of 8 percent of the par value of petitioner’s 
common stock outstanding and to that extent these patronage dividends 
were properly excluded from the taxable income of petitioner. However, 
that part of these patronage dividends which could have been distributed 
in the discretion of petitioner’s board of directors as dividends upon pe- 
titioner’s common stock must be considered as the property of petitioner 
and taxable to it as its income.” 

It appears also from the decision that savings of the members reinvested 
in the co-operative were considered as actual cash payment. 


. 


SECTION IV 
CO-OPERATIVES AND ANTITRUST LAWS 


Reference is made to “Legal and Tax Problems of Farm Co-operatives”, 
pages 11-18, covering the limitations of operations of farm co-operatives which 
wish to retain their tax exemption status as such, and also to pages 36 to 49, 
which give general discussions of the applicability of Antitrust Laws and 
Robinson-Patman Act to farmers’ co-operatives. 
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Antitrust Laws apply to co-operatives with certain qualifications as for 
the Robinson-Patman Act which, generally speaking, “‘prohibits the direct or 
indirect discrimination in price on the part of the seller to buyers of commodi- 
ties of like grade and quality where the effect of discrimination may be to sub- 
stantially lessen competition. It prohibits sellers from engaging in discrimi- 
natory praetices which would tend to injure or destroy other dealers in competi- 
tion with the seller, and it further prohibits a seller from discriminatory price 
practices between customers of the seller when the customers are in competi- 
tion with each other.” 

The Act, it is claimed, is applicable to co-operatives as a result of decisions 
rendered by Courts with respect to other trading Companies. The author 
of the article on the application of the Robinson-Patman Act states farmers’ 
co-operatives should be careful in drafting their marketing agreements in order 
not to make any undue discrimination practices between their customers, 
buyers or sellers. 


SECTION V 
CREDIT UNIONS 


Some of the more significant facts regarding credit unions are given below, 
as taken from The Federal Credit Union Act, amended to June 15, 1940, and as 
contained in Farm Credit Administration circular No. 22. 


Definitions 


A Federal credit union is hereby defined as a co-operative association 
organized in accordance with the provisions of this chapter for the purpose of 
promoting thrift among its members and creating a source of credit for provident 
or productive purposes. 


Powers 


A Federal credit union shall have succession in its corporate name during 
its existence and shall have power: 

To make loans with maturities not exceeding two years to its members 
for provident or productive purposes upon such terms and conditions as this 
chapter and the bylaws provide and as the credit committee may approve, 
at rates of interest not exceeding 1 per centum per month on unpaid balances 
(inclusive of all charges incident to making the loan). A borrower may repay 
his loan, prior to maturity, in whole or in part on any business day; 

To invest its funds (a) in loans exclusively to members; (b) in obligations 
of the United States of America, or securities fully guaranteed as to principal 
and interest thereby; (c) in accordance with rules and regulations prescribed by 
the Governor, in loans to other credit unions in the total amount not exceeding 
25 per centum of its paid-in and unimpaired capital and surplus; (d) and in 
shares or accounts of Federal savings and loan associations; 

To make deposits in national banks and in State banks, trust companies, 
and mutual savings banks operating in accordance with the laws of the State in 
which the Federal credit union does business; 

To borrow (from any source) in an aggregate amount not exceeding 50 
per centum of its paid-in and unimpaired capital and surplus: Provided, That 
any Federal credit union may discount with or sell to any Federal intermediate 
credit bank any eligible obligations up to the amount of its paid-in and un- 
impaired capital, subject to such rules and regulations as may be prescribed 
by the Governor. 
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Membership 


Federal credit union membership shall consist of the incorporators and 
such other persons and incorporated and unincorporated organizations, to the 
extent permitted by rules and regulations prescribed by the Governor, as may 
be elected to membership and as shall, each, subscribe to at least one share of 
its stock and pay the initial instalment thereon and the entrance fee; except 
that Federal credit union membership shall be limited to groups having a 
common bond of occupation, or association, or to groups having a common bond 
of occupation, or association, or to groups within a well-defined neighborhood, 
community, or rural district. (June 26, 1934, c. 750, 9, 48 Stat. 1219.) 


Members’ Meetings 


No member shall be entitled to vote by proxy, but a member other than a 
natural person may vote through an agent designated for the purpose. Irre- 
spective of the number of shares held by him, no member shall have more than 
one vote. (June 26, 1934, c. 750, 10, 48 Stat. 1219). 


Directors 


Among other things they shall determine from time to time the maximum 
number of shares that may be held by any individual; and, subject to the limi- 
tations of this chapter, determine the interest rates on loans and the maximum 
amount that may be loaned with or without security to any member. 


Credit Committee 


No loan in excess of $100. shall be made without adequate security and 
no loan shall be made to any member in excess of $200. or 10 per centum of 
the Federal credit union’s paid-in and unimpaired capital and surplus, which- 
ever is greater. 


Reserves 


All entrance fees and fines provided by the bylaws and 20 per centum 
of the net earnings of each year, before the declaration of any dividends, shall 
be set aside, subject to terms and conditions specified in the bylaws, as a 
reserve fund against possible bad loans. (June 26, 1934, c. 750. 12, 48 Stat. 
1221.) 


Dividends 


At the annual meeting a dividend may be declared from the remaining net 
earnings on recommendation of the board of directors, which dividend shall 
be paid on all paid-up shares outstanding at the end of the preceding fiscal 
year. 


Taxation 


The Federal credit unions organized hereunder, their property, their 
franchises, capital reserves, surpluses, and other funds, and their income 
shall be exempt from all taxation now or hereafter imposed by the United 
States or by any State, Territorial, or local taxing authority; except that any 
real property and any tangible personal property of such Federal credit unions 
shall be subject to Federal, State, Territorial, and local taxation to the same 
extent as other similar property is taxed. ‘ 

The following summary of activities of credit unions are taken from Bul- 
letin No. 797 of United States Department of Labor: 


234 


“The 9,000 active credit unions in the United States made more than 
114 million loans to their 3 million members in 1943, amounting to considerably 
over 211 million dollars. On this business, earnings were made exceeding 614 
million dollars, from which dividends on share capital amounted to $5,335,891. 
Total assets of these co-operative credit associations amounted to over 362 
million dollars. 


As a result of a combination of wartime factors (increased earnings. of 
workers, lessened need for credit, control of instalment buying, dearth of cer- 
tain high-cost consumer goods, etc.) this branch of the co-operative movement 
has been showing a downward trend since 1941, after a hitherto unbroken 
rise. 

As compared with 1942, all of the above totals except assets showed a 
decrease. The membership fell 3.3 percent, business (loans granted) 15.4 
percent, and earnings 37.5 percent. On the other hand, share capital increased 
6.9 percent and total assets 6.3 percent. 


OPERATIONS OF CrEpIT UNIoNS IN 1942 anv 1943 


Number Amount of loans | 
Number of Number of loans 
Year | associations of made during 
All reporting members year Made during | Outstanding 
year end of year 
States ai xt 
1943 9,079 3,040,682 1,656,358 | $211,469,725) $123,479,595 
1942 9,470 3,144,603 1,945,413 250,000,284) 148,771,572 
ASSETS AND EARNINGS OF CREDIT UNions, 1942 anp 1943 
Number of Paid-in 
Year | associations Total Assets Net Harnings 
All reporting Share Capital 
States 
19438 9,079 $309, 122,657 $362,066,401 $6,682,465 
1942 9,470 288,998,709 340,347,742 10,701,805 


Development of State and Federal Credit Unions, 1936 to 1943 


Item and Year 


Number of credit unions Total associations 
|e 9 6 Sil oa Age, Rata et eg aR ae a AD iM es 8 5,352 
DO et eee ad: ee et ee te oe a te 6,292 
IS ee aiid (Paha) AR ge RA RR rack See aga 7,314 
Dee RE nN Sia EL ee ene eS 8,326 
BED neha co Seem aco yA Rah Wisely hah fal age” tei saath 9,479 
gL 2 lara ele dR Ae Se sale gy ea haan atl mcg 10,456 
Pe ee aN ey ee ee 10,602 


1 sahannts rtacd arated i iit veteran Aig Fed Hrs 10,470 
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Membership: 
TSO. wae See Jy Ls Spee paige 1,170,445 
LOS OB Pee Seen Oe te, ee Rea NDP Ane: Mme A 1,588,236 
1988S HFS INS Oe ee SOOO IS ABI TOM SY 1,927,226 
OSC aveatinent . Woketees, ov. fn vcakbae ok. sates. 2,405,377 
194.0 m3 tole arautekecer ier dasht asooaced . Lanersore colt moors 4 2,815,558 
£04 4 et OS epoch del polises.x0 3 BS. a oisees at babin 3,929,097 
194200028 wehasora-ccaonnt og. xaded merewe eskt, | 3,144,603 
FORGE INOMIEA ont Wate) at. clars buecrse sahon id tend ox 3,040,682 
Amount of loans during year 
MOSTAR AE be SES OAS re Re Pra mira ieee Lhd $100,199,695 
SLE. MER OE. We LOA Ie LS oe Et ee 147,210,321 
eM ng omc c va el, 180,847,548 
fig Fas Sead og. Se Tet ih, <oede bagiindelibage  jeelenba nal le Sebadoh 238,903,457 
AHO aetiiowty « dapeespargnalls Sid ballad aditelientihabatte ‘ages tralbedenten 306,092,625 
1940 ve TIGA Tbr Hosoi: 48) sas 16 FaG 362,291,005 
DOULA en tinurna hecic: Laoceritiads. 4c sansiacnivadtel sem fee 250,000,284 
LO sppalla? me. stir ccmsredit 00.008 dnvncekene 211,469,725 
Total assets: 
1 Wbnsatedars we telanester ced ds dele fod. Succes $ 83,070,952 
WO (ager. ea tive. fei buy ee ro eel décor sal al oe 115,399,287 
eae dee ol) eee Beek owl ol Ane Mie bea ovr, 147,156,416 
11S A ea ey ters Rare a ia ae 192,723,812 
* LEE ent jetens ete Ne hat ye bingela se PechigesmpeRee ST - 252,293,141 
So oR mare a eae gee ag Seana nn andl ete ate fait sk gslin.£ Ln 322,214,816 
LUE eile eset taetaed Re 1 Cee eI Re RIS 340,347,742 
VO4GER ANE. een. SU UN Ge Ta) Dev ionp ah ft 362,066,401 


SECTION VI 
MUTUAL INSURANCE COMPANIES 


Every Mutual Insurance Company other than life or a marine insurance 
company is subject to Federal Income Tax. The tax is computed differently 
in the case of a company which is an inter-insurer or a reciprocal underwriter. 
As it is very difficult to state briefly the methods of computing the tax, the 
following extract from an official circular sets these out. ‘‘Sec. 165. Mutual 
Insurance Companies Other Than Life Or Marine 

(a) Exempt Companies. — Section 101 (11) is amended to read as fol- 
lows: 

(11) Mutual insurance companies or associations other than life or marine 
(including interinsurers and reciprocal underwriters) if the gross amount 
received during the taxable year from interest, dividends, rents and premiums 
(including deposits and assessments) does not exceed $75,000;”’. 

“(b) Imposition of Tax. There shall be levied, collected and paid for 
each taxable year upon the income of every mutual insurance company (other 
than life or a marine insurance company and other than an interinsurer or 
reciprocal underwriter) a tax computed under paragraph (1) or paragraph (2) 
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whichever is the greater and upon the income of every mutual insurance com- 
pany (other than a life or a marine insurance company) which is an interinsurer 
or reciprocal underwriter, a tax computed under paragraph (3): 

“(1) If the corporation surtax net income is over $3,000 a tax computed 
as follows: 


(A) Normal Tax. — A normal tax on the normal-tax net income, com- 
puted at the rates provided in section 13 or section 14 (6b), or 30 per centum of 
the amount by which the normal-tax net income exceeds $3,000, whichever 
is the lesser. 


“(2) If for the taxable year the gross amount of income from interest, 
dividends, rents, and net premiums, minus dividends to policy holders, minus 
the interest which under section 22 (b) (4) is excluded from gross income, 
exceeds $75,000, a tax equal to the excess of 


‘“(A) 1 per centum of the amounts so computed, or 2 per centum of the 
excess of the amount so computed over $75,000, whichever is the less, over 


“‘(B) the amount of the tax imposed under Subchapter E of Chapter 2. 


‘“‘(3) In the case of an interinsurer or reciprocal underwriter, if the corpo- 
ration surtax net income is over $50,000, a tax computed as follows: 


“(A) Normal Tax. — A normal tax on the normal-tax net income, 
computed at the rates provided in section 13 or section 14 (b), or 48 per 
centum of the amount by which the normal-tax net income exceeds 
$50,000, whichever is the lesser; plus 


‘““(B) Surtax. — A surtax on the corporation surtax net income, com- 
puted at the rates provided in section 15 (6b), or 32 per centum of the 
amount by which the corporation surtax net income exceeds $50,000, 
whichever is the lesser. 


‘““(4) Gross Amount Received Over $75,000 But Less Than $125,000. If 
the gross amount received during the taxable year from interest, dividends, 
rents, and premiums (including deposits and assessments) is over $75,000 but 
less than $125,000, the amount ascertained under paragraph (1), paragraph (2) 
(A), and paragraph (3) shall be an amount which bears the same proportion to 
the amount ascertained under such paragraph, computed without reference to 
this paragraph, as the excess over $75,000 of such gross amount received bears 
to $50,000. 


“(b) Definition of Income, Etc. — In the case of an insurance company 
subject to the tax imposed by this section — 
(1) Gross Investment Income. — ‘Gross investment income’ means 


the gross amount of income during the taxable year from interest, dividends, 
rents, and gains from sales or exchanges of capital assets to the extent provided 
in section 117; 


““(2) Net Premiums. — ‘Net premiums’ means gross premiums (including 
deposits and assessments) written or received on insurance contracts during 
the taxable year less return premiums and premiums paid or incurred for 
reinsurance. Amounts returned where the amount is not fixed in the insurance 
contract but depends upon the experience of the company or the discretion 
of the management shall not be included in return premiums but shall be 
treated as dividends to policyholders under paragraph (3); 


‘““(3) Dividends to Policyholders. — ‘Dividends to policyholders’ means 
dividends and similar distributions paid or declared to policyholders. The 
term’ paid or declared’ shall be construed according to the method regularly 
employed in keeping the books of the insurance company; 
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bc ; 
’ (4) Net Income. — The term ‘net income’ means the gross investment 
income less — 


‘“(A) Tax-free Interest. — The amount of interest which und ti 
22 (6) (4) is excluded for the taxable year from gross income , ain 30 Set 


_“(B) Investment Expenses. — Investment expenses paid or accrued 
during the taxable year. If any general expenses are in part assigned to or 
included in the investment expenses, the total deduction under this subpara- 
graph shall not exceed one-fourth of 1 per centum of the mean of the book 
value of the invested assets held at the beginning and end of the taxable year 
plus one-fourth of the amount by which net income computed without any 
deduction for investment expenses allowed by this subparagraph, or for tax-free 
interest allowed by subsection (b) (4) (A), exceeds 3-3 per centum of the book 
value of the mean of the invested assets held at the beginning and end of the 
taxable year; 


_“(C) Real Estate Expenses. — Taxes and other expenses paid or accrued 
during the taxable year exclusively upon or with respect to the real estate 
owned by the company, not including taxes assessed against local benefits of a 
kind tending to increase the value of the property assessed, and not including 
any amount paid out for new buildings, or for permanent improvements or 
betterments made to increase the value of any property. The deduction allowed 
by this paragraph shall be allowed in the case of taxes imposed upon a sharehold- 
er of a company upon his interest as shareholder; which are paid or accrued 
by the company without reimbursement from the shareholder, but in such cases 
no decuction shall be allowed the shareholder for the amount of such taxes; 


“(D) Depreciation. — A reasonable allowance, as provided in section 23 
(1), for the exhaustion, wear and tear of property, including a reasonable 
allowance for obsolescence; 


‘“(E) Interest Paid or Accrued. — All interest paid or accrued within the 
taxable year on indebtedness, except on indebtedness incurred or continued to 
purchase or carry obligations (other than obligations of the United States 
issued after September 24, 1917, and originally subscribed for by the taxpayer) 
the interest upon which is wholly exempt from taxation under this chapter. 


“(F) Capital Losses. — Capital losses to the extent provided in section 
117 plus losses from capital assets sold or exchanged in order to obtain funds 
to meet abnormal insurance losses and to provide for the payment of dividends 
and similar distributions to policyholders. Capital assets shall be considered as 
sold or exchanged in order to obtain funds to meet abnormal insurance losses 
and to provide for the payment of dividends and similar distributions to policy- 
holders to the extent that the gross receipts from their sale or exchange are not 
greater than the excess, if any, for the taxable year of the sum of dividends and 
similar distributions paid to policyholders, losses paid, and expenses paid over 
the sum of interest, dividends, rents, and net premiums received. In the appli- 
cation of section 117 (e) for the purposes of this section, the net capital loss for 
the taxable year shall be the amount by which losses for such year from sales or 
exchanges of capital assets exceeds the sum of the gains from such sales or 
exchanges and whichever of the following amounts is the lesser : 
“@) the corporation surtax net income (computed without regard 
to gains or losses from sales or exchanges of capital assets); or 
“(ii) losses from the sale or exchange of capital assets sold or exchanged 
to obtain funds to meet abnormal insurance losses and to provide for the 
payment of dividends and similar distributions to policyholders. 
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‘““(c) Rental Value of Real Estate. — The deduction under subsection 
(b) (4) (C) or (6) (4) (D) of this section on account of any real estate owned 
and occupied in whole or in part by a mutual insurance company other than 
life or marine, shall be limited to an amount which bears the same ratio to such 
deduction (computed without regard to this subsection) as the rental value 
of the space not so occupied bears to the rental value of the entire property. 


‘““(q) Amortization of Premium and Accrual of Discount. — The gross 
amount of income during the taxable year from interest, the deduction provided 
in subsection (b) (4) (A), and the credit allowed against net income in section 
26 (a) shall each be decreased by the appropriate amortization of premium 
and increased by the appropriate accrual of discount attributable to the taxable 
year on bonds, notes, debentures or other evidences of indebtedness held by a 
mutual insurance company other than life or marine. Such amortization and 
accrual shall be determined (1) in accordance with the method regularly 
employed by such company, if such method is reasonable, and (2) in all other 
cases, in accordance with regulations prescribed by the Commissioner 
with the approval of the Secretary. 


“(f) Double Deductions. — Nothing in this section shall be construed to 
permit the same item to be twice deducted. 

“‘(g) Credits Under Section 26. — For the purposes of this section, in 
computing normal tax net income and corporation surtax net income, the credits 
provided in section 26 shall be allowed in the manner and to the extent provided 
in sections 13 (a) and 15 (a).” 

(c) Cross Reference. — For stamp tax on policies written by foreign 
insurers, see section 502 of this Act. 


SECTION VII 
GENERAL 


Some co-operatives prefer not to apply for a tax-exempt status preferring 
to be free to operate without restriction as to non-member business. In such 
cases the amounts retained after refunds are said to be usually small and the 
tax little. 

Some of the co-operative leaders were of the opinion that too much latitude 
was allowed in setting up Reserves and that in some cases this had gone to an 
unreasonable and unnecessary extent. 

The general opinion was that the tax should fall on the individuals in both 
co-operatives and corporations and that any existing inequaity should be 
remedied not by taxing co-operatives but by relieving corporations. 

There is a growing feeling on the part of non-cooperatives that tax-exempt 
co-operatives enjoy an unfair advantage. This, however, has not yet reached 
the same point as in Canada except in certain sections of the country and with 
respect to certain commodities. The National Tax Equality Association was 
formed and is sponsored by the non-cooperatives for the purpose of publicizing 
this alleged unfairness and bringing about sufficient weight of public opinion 
to have the law amended in a way that will remove what the association regards 
as an inequity. 
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APPENDIX E 


The Development and Operations of Credit Unions, 
(Caisses Populaires) in Canada 


In order to appraise the development and operations of Co-operative 
Societies organized for the purpose primarily of providing credit for their 
members, it is desirable to deal briefly with the historical background and some 
of the reasons which led to the advent of this type of organization. 

In Ancient Greece Xenophon planned the organization of a banking society 
to which all Athenians might subscribe capital and share in the earnings. 
In Italy during the fifteenth century there were associations for providing credit 
to needy people. According to Desjardins these associations were originally 
based on charity and donations by wealthy people, but later the associations 
paid interest on deposits of either permanent or temporary nature. These 
and similar efforts made to provide short term credit for needy people who 
were not in a position to use the services of bankers or other money leaders. 
It was not, however, until the middle of the nineteenth century that Co- 
operative Credit Societies in Europe were organized on a basis similar to that of 
Credit Unions of the present time. Since 1850 Co-operative Credit Societies 
or Credit Unions have spread throughout the world and most countries appear 
to provide legislation for their incorporation and operation. 

Co-operative leaders and thinkers of the early nineteenth century, like 
Owen, the founders of the first Co-operative Society at Rochdale, and others, 
gave consideration to Credit services on a Co-operative basis, but while their 
ideas were later reflected in the organization of Co-operative Credit Societies, 
no definite plans were evolved. Two Germans, Schulze-Delitzsch and Raiffei- 
sen were the first to organize successful Co-operative Credit Societies in Europe 
and many of the principles and methods of present day Credit Unions can be 
traced to the influence of these two men. 

Schulze-Delitzsch organized his first successful Co-operative Credit Society 
at Kilenburg, Germany, in 1850, primarily to serve workers and small tradesmen. 
Provision was made for the payment on share account in small weekly instal- 
ments, reserves up to 10 per cent of the capital stock, careful selection of mem- 
bership with reference to their individual character, no state subsidy or large 
deposits from wealthy people, loan service at low rates, no dividends on shares, 
education work amongst members, membership confined to small groups, 
employees serving the society without pay, and loans being granted only for 
“provident or productive’’ purposes. Raiffeisen formed his Societies primarily in 
rural areas. Both groups of Societies were subsequently organized into federa- 
tions. 

A few years later two Italians, Luzatti and Wullemburg organized some- 
what similar Co-operative Credit Societies, but added one or two important 
principles. The Italian Societies provided for limited liability, shares of a 
small par value, a larger board for controlling the activities of each society, 
a small entrance fee, repayment of certain loans by instalments, a limit on the 
amount of share holdings of each member in order to prevent undue influence 
due to large share holdings, and that one-third of the Board of Directors be 
elected annually. ; ' A 

In dk there is a record of ‘“‘The Farmers Bank of Rustico” in Prince 
Edward Island which was subsequently closed because of certain regulations 
respecting banks. An unsuccessful attempt was made to pass a Co-operative 
Credit Bill in Massachusetts in 1871, but after 1890 some Societies were formed 
in Boston which included some of the features of European Co-operative Credit 


Societies. 
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The first Credit Union, (Caisse Populaire), on this continent was organized 
in Levis, Quebec, in 1900, by Alphonse Desjardins. The first subscription of 
capital in the Society amounted to $26.40. This Credit Union has, with some 
variations because of changes or differences in social and economic conditions, 
been the model for the extensive development of Credit Unions, both in Canada 
and the United States. The Credit Union at Levis and two others were organ- 
ized by Desjardins without special enabling legislation. In 1906 the province 
of Quebec passed the Co-operative Syndicates Act, providing for the organ- 
ization of both Credit Unions and Co-operative purchasing associations. It is 
interesting to note that the original Raiffeisen Credit Societies not only provided 
credit services for their members, but carried on co-operative purchasing 
as well, and this was reflected in the Quebec legislation. The Quebec law 
governing Credit Unions still reflects this practice, but other provinces have 
provided legislation for incorporating Credit Unions distinct from that relating 
to other types of Co-operatives. 

In 1907 Desjardins was the main witness before a special Committee of the 
Dominion Parliament which was giving consideration to a Dominion Act 
respecting Industrial and Co-operative Societies. The provisions of the sug- 
gested legislation were similar to those of the Quebec Syndicates Act passed in 
1906. The proposed Dominion Act, while approved by the House of Commons, 
was defeated in the Senate. Two separate bills applying to Credit Unions and 
Co-operative Associations respectively, were sponsored by Desjardins in 1910, 
but the co-operative purchasing bill was defeated and no action was taken 
respecting the proposed Credit Union Act. Further attempts were made to 
secure the enactment of Dominion Credit Union Legislation in 1911 and 1914, 
but without success. Since that time no further attempts have been made to 
secure Dominion legislation. The necessary legislation has since been passed 
by all provinces for the incorporation and administration of Credit Unions 
operating within the province concerned. In Manitoba Credit Unions are 
incorporated under a special section of the Companies Act. In 1908 and 1909 
Desjardins assisted the States of Massachusetts and New Hampshire in drafting 
Credit Union legislation and the resulting Acts formed a model for similar 
legislation in every State in the Union. 

Canadian Credit Union development falls into two fairly distinct phases. 
The first is associated with Desjardins and the early development in Quebec 
and in nearby Ontario, although in the latter Province satisfactory Credit 
Union legislation was not provided until recent years. The second phase 
coincides, to some extent, with the co-ordination of Credit Union activity in 
the Province of Quebec through the organization of La Fédération des Caisses 
Populaires Desjardins and the inauguration in the Maritime Provinces of an 
adult education program designed to encourage interest in Credit Unions. Asa 
result of this program Credit Union legislation was enacted in the Maritimes 
in the early thirties and a considerable number of Credit Unions were organized. 
This development, together with the consolidation and further growth of Credit 
Unions in Quebec, contributed to the spread of the movement to other provinces. 
The development was also assisted by the depressed conditions in many areas 
during the thirties and the belief that Credit Unions provided a useful method 
of encouraging people with low incomes to build up savings and provide them- 
selves with a source of credit at reasonable rates, thus supplementing the activ- 
ities of other lending institutions. 

In passing provincial Credit Union legislation, Credit Union leaders and 
government officials in other Provinces were in a position to observe how the 
legislation had worked in Quebec and to take advantage of the experience of 
credit unions in that Province and in the many states in the Union which had 
enacted similar legislation. As a result Credit Union legislation and prac- 
tices throughout Canada are fairly uniform. 
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The following is a statistical summary of the development of Credit Unions 
in Canada from 1900 to 1943, inclusive. 


TABLE I* 
—NeougaeaeaeNe—™NRhaeaeessssawOSsSsSS 
Year Credit Unions Members Assets 
No No. $ 
TQOO Ee ee NY POA tS ATRL 8 59 FE RGN? ee 26 
Alb Wan An ietertikne bo low ks” 91 23,614 2,027,728 
19205 occurs ne eOdA. 10 ORO! Bie elie 113 31,752 6,306,965 
D2 eRe tne, aCe Se ee a ae 122 33,279 8,261,515 
1S Vane sept dimen doo ces_ nei a laciag hl rn 194 45,767 11,178,810 
LOSS teenies Giger ae ean nests dade dae de ok 277 52,045 10,173,997 
NUSG ee OR Sh peta Meee RE As i os te 331 62,068 11,115,800 
EOS TO ie on RO ee ee, eee ae en 441 CA besh WEE 13,769,468 
MOSSES Gis. ShAd:., AMOR. Aan ee PaaS: 645 111,012 16,835,672 
LOS Oa Wn eters Oe Mey Selatan 9 re cdots. «2 4. 844 151,554 20,680,594 
O40 Rarer ete. Pere aires serene Sakae RAM EL 1,167 201,137 25,069,685 
IO ee gee Ops add ah datealegaetla ARMIN Vc No tas - 1,314 238, 463 31,230,813 
LOA iat Sete eee RUT ws Wats | fet! BO ck 1,486 295,984 43,971,925 
LOIS DOMA ROI ORIG Ge lites Bari ih! 1,780 374,069 69,219,654 


(* Economics Division : Dominion Department of Agriculture). 


The following table shows the number of Credit Unions in the different 
Provinces, together with an estimate of the number serving rural, as compared 
with urban residents. It must be remembered that there is some overlapping 
in a good many cases. 

TABLE II * 


Credit Unions 


Province Total Urban Rural 

No. No. No. 

Prince award island... snes. sho... eee ae. oe 47 5 42 
INOVatSCOUleere St eA. eee, aN 204 80 124 
New Brunswick. 0) >. S20798710).. po Jena, 145 48 97 
Quebec. ant .adi.bac.nesblod osesde. leghe 775 eal 644 
CORNCATIO NMP aer iar MR creer ie at ne cork ee re ra 163 141 22 
IMIATCOD A ESET Sete Es 5 kh & ahaie Soe ok he 80 20 60 
SASKAUCHGWAINS Wee Ee Re cL reer 128 35 93 
Albertans, 220. CASE OR. LET 98, 129 59 70 
BritisheColumbiavrie. figs. Hoss) ads. Th ee 109 67 42 
(OBI YG IRS Liethseke: eee eee oi 1,780 586 1,194 


Province Total Urban Rural 
0 % 0 
Prince Hdward. Islan dsecrs msc ofe}o ayes ore spread oo 100 11 89 
IND VET OCOUAS ££ fs ou aPks sb Ea kta 5 eRe S SBde 100 73 27 
IVGWAMDNUNSWICKAS Shout. Coke os ee rete tee 8 tee 100 41 59 
BORO 646s Gsei a +s beens ws wh Sean 100 39 61 
OTE CATIOM ARTE ls tative Sot be GAs SAAD i Gh A 100 98 44 
Manitoba son. S221... AONE. JID IUS, Ef 100 28 it 
Sagkatchewan. sin. Joes. .t0 > DISET: 100 25 
PML Sy gel ie BEDE NG mee ae Gearon ST UEAEN Pray 100 77 23 
BLISHeCOMMOIS. oo: sn. sabes > Cie ae 100 82 18 
Canada). Of). 122 4000s. ee Le FAS 100 43 57 


* Economics Division : Dominion Department of Agriculture. 
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A Credit Union (Caisse Populaire) may be defined as an incorporated group 
of people with some well defined tie of association, occupation or residence, who 
pool their savings in the form of shares and deposits and out of the fund so 
accumulated, make loans to members only for purposes which are considered 
to be provident or productive. 


For the purpose of carrying out its objects, a Credit Union is usually given 
the following powers by the legislation under which it is incorporated. 


(a) To receive the savings of its members as loans or deposits. 
(b) To make loans to its members. 


(c) To make loans to other Credit Unions or Co-operatives which are 
members. (In Quebec, school districts, municipalities, and church 
parishes are members of local Caisses). 


(d) Deposit money in chartered banks and other specified organizations 
authorized to receive money on deposit. 


(e) Invest money in government securities and in other prescribed forms 
of securities up to such proportion of its capital and under such other 
conditions as may be specified in the Act. 


(f) To borrow money with the consent of the Directors, of the members 
and of the Registrar, under such conditions as may be specified in the 
legislation. 


(g) To draw, make, accept, endorse, execute and issue promissory notes, 
bills of exchange, bills of lading, warrants and other negotiable or 
transferable instruments. 


The affairs of a Credit Union are administered by three committees ap- 
pointed by and from the members, namely, a Board of Directors, a Credit 
Committee and a Supervisory Committee. 


The Board of Directors must rule on all applications for membership, 
each application being endorsed by at least one Director. In addition, the 
Directors determine the maximum individual share holding and the maximum 
individual loan which may be made with or without security, subject to the 
provisions of the Act; determine interest rates on loans and deposits, declare 
dividends: (subject to the approval of the general meeting); have charge of 
investments, other than loans to members; fix the form and amount of security 
of officers and employees handling money; and fill vacancies on the Board of 
Directors or of the Credit Committee until the next annual meeting. 


The legislation requires the Credit Committee to pass on all loans and 
determine the rate of interest and security in each case. The Directors may fix 
the maximum rate which may be charged from time to time. 


The Supervisory Committee examines the books and accounts at least quar- 
terly, makes an annual audit and reports thereon to the annual meeting. ‘The 
Supervisory Committee may also suspend any officer and call a meeting of the 
Credit Union to report on such suspension. 


There are thus three Committees in each Credit Union, with well-defined 
functions. The exceptionally low loss record of Credit Unions is probably 
partly due to this three-way system of checks, balances and administration. 
Another factor is that the tie of residence, association or community which 
must form the basis of Credit Union membership, seems to be conducive to a 
careful selection of members and results in a certain similarity of credit prob- 
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lems. Another factor is that of the loyalty of a Credit Union member to his 
group. When he borrows money from his Credit Union he tends to remember 
that he is borrowing the money of his friends and neighbors. 


Another factor responsible for the low loss rates of Credit Unions is un- 
doubtedly that all Credit Union legislation makes provision for at least an 
annual inspection of each Credit Union by the Registrar or other government 
official concerned with the administration of the legislation. In Quebec the 
inspection is undertaken by La Fédération Des Caisses Populaires Desjardins. 
This organization receives an annual grant from the Government of Quebec to 
defray the cost of the service. 


Credit Union officials endeavour to encourage a systematic plan of saving 
on the part of the members.. Where the member is in receipt of regular income, 
payments on shares in regular instalments are favored As an alternative, 
regular deposits are recommended. Farmers who are members of Credit Unions 
are encouraged to make payments on shares and/or deposits from their main 
sources of income, which may be seasonal. The policy is to encourage a system- 
atic plan of savings which is flexible enough to meet the needs of members 
with low incomes and can be used by those who are able to make savings in 
larger amounts. In general, the object is to develop a system of thrift that is 
adaptable to the group comprising the Credit Union. 


Most of the loans made by credit unions are for the purpose of meeting 
current expenses of the members, although as the resources increase, mortgage 
loans may be made. The following analysis of the purposes for which loans were 
made by Credit Unions in Saskatchewan in 1943 is suggestive of the type of 
service rendered by Credit Unions generally. 


TABLE III * 
Amount of Per cent 
Purpose of Loans No. of Loans 
Loans of Loans 
Consolidation-of-Debtss os SSeS 904 $120,457.07 14:7 
Farm Machinery & Repairs................. 673 111,299.55 13.6 
Investments (Victory Bonds)................ 317 66,847.63 8.1 
Home Improvements & Building............. 272 66,123.27 8.0 
Parveriucs Phresh Oe or Ae. cc atte a ges 505 53,797.42 6.6 
General Farming Wxpenses.............,.... 413 49,813.06 idl 
PS TUCKS: Meee ole ss Be cave hee ses 192 46,709. 23 Deli 
Medical, Dental & Hospital........0 0.0002... 524 40,576.35 4.9 
DAR re ts AAs cries 4D sgn Neal's 6 232 30,906.58 3.8 
Generarrouselioldem eset ss. 0d. cccmpateon a. 444 28,256.19 3.4 
ONC CCCI OD ee as Naa wee ees xs 344 25,420.00 She) 
NEECGM AEC Cr ete Te . oc tence pee cs 102 22,531.56 2% 
Bc Ve nS re es, «3 ihe aie Gomme lig 180 18,202.02 22 
Bertie & OlOGH TI Ano. oc do as + ea ttre shee 180 15,969.25 1.9 
AUG AUSTLG) 61g extent WS prec d bke ag ER PERE DERE rea. Sooo 210 12,856. 50 1G 
Instance... . «5 Ms rcs hada rie IEE Re ea 122 8,403.04 1.0 
RRR ea ica y Sire ts apinlageee ois 42 3,310, 22 4 
IMTSGeNAECOUS( 9 eet teeth 4. Ailsisth te cote. oo 835 100,164.01 sy 
TSG PEC IAMION Ses 1 O18 18. Iomaersnritocarsncucwomorien 6,491 $821,642.95 100.0 


* Saskatchewan : Report of the Department of Co-operation. 
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Credit Unions and also Co-operative Associations have formed federations. 
These act as depositories for surplus funds of their members, and lend money 
to them in case of need. The federations thus function as central Credit 
Unions, or to some extent as banks. The Saskatchewan Co-operative Credit 
Society is an example of this type. Another type of federation is for the pur- 
pose of providing educational, accounting, inspection and advisory services for 
the Credit Unions which are members. La Fédération des Caisses Populaires 
Desjardins is an example of this type of federation. 


Standard rules or bylaws which must apply to all Credit Unions are 
usually prescribed with the approval of officials entrusted with the administra- 
tion of Credit Union legislation in the various Provinces. These standard 
rules or bylaws deal with such matters as the procedure to follow regarding 
the admission of members, purchase and withdrawal of shares, deposits and their 
withdrawal entrance fees, fines for failure to meet loan or share instalments. 
The use of pass books, the use of loan application forms, the conduct of meetings, 
nominations and elections, detailed instructions respecting the duties of officers, 
the deposit of monies and the manner in which payments shall be made, the 
amount of cash reserve which must be kept on hand to meet withdrawals, etc. 
Each Credit Union, with the consent of the Registrar or other government 
official concerned, will adopt its own supplemental rules or bylaws regarding 
such matters as the number of Directors, the date on which the annual meeting 
shall be held, the time at which interest shall be paid on deposits, etc. While 
there is some variation in the standard bylaws or rules as between different 
provinces, the operating and administrative practices outlined are in general 
the same just as the main features of Credit Union legislation are the same in 
every Province. 


The following table is a statistical summary showing the membership of 
Credit Unions in each Province, total assets, the amount deposited in the form 
of shares, as compared with deposits, loans granted during the last financial 
year, and total loans granted since inception. 


TABLE IV ft 
Province Credit Unions Members Total Assets Shares 
No. No. $ $ 

PRT eects ahd eae ees 6 47 6,116 207,082 | 152,536 

NS rghe G mere aeens | 204 28,850 1,469,281 1,317,744 

Me LE ee Ri lore 62) dil 145 23,446 1,142,115 1,031,240 
ue. 

Desjardins *.............. 765 237,078 60,501,514 4,652,638 

Opnereeree codes Bele aioe eee > 10 1,930 158,279 61,226 

OntMieioccs cs ie cds Pom ee ae 163 32,672 3,483,790 1,354,714 

Mangae Salen «iso Ree cs 80 8,625 488,288 200,085 

Saskaire strech «dso Ren ae. os 128 14,600 797,003 483,863 

Altanoa oss de. aacame et ci 129 10,066 469,021 355,077 

BiG eee oes EET St oie 109 10,686 503,221 448,817 

Canada, 1948....... 1,780 374,069 69,219,654 10,057,890 

Canada, 1942....... 1,486 295,984 43,971,925 7,141,756 


* Six Caisses Régionales with assets of $11,215,203 are not included here. 
_ t Economics Division : Dominion Department of Agriculture. 
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Snares 


Loans granted | Loans granted 


Province Deposits in last 
financial year | since inception 
Se are ae eee i ge DN re Tee ot 
$ $ $ 
seuss Yi Ne oe Ie OG Et Cale at Pee 41,399 115,773 633,840 
No eee de a eRe ek 38,984 1,065,812 6,719,911 
5 BBE ORS ca es i 2 lg ga a 46,866 872,321 3,194,456 
ue. 
DGRIAR BME ee oe 52,989,247 10,000,000 122,061,694 
HE iyi St GN nag, ee a 28,914 84,015 331,740 
One Nee eu ee 1,722,511 2,426,473 16,519,903 
LEE os eo BUA RP aN a 266,977 395,092 1,076,679 
S012 ccc ceicict See SSE ami Re 280,096 824,217 1,935,650 
UCR Os oieiek sd Ah 0.00 Go AGG) AD Aen Oana 87,021 562,028 1,445,591 
LAS Oe OS Ape ee Ae a 20,970 600,561 1,077,573 
ORCI ON OY CS Ne | 35,522,985 16,946,292 | 154,997,037 
Canena IOS eee a 33,644,782 10,926,085 137,943,452 


a 


* Six Caisses Régionales with assets of $11,215,203 are not included here. 
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